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FOREIGN COMMERCE STUDY 
(Export Credit Guarantees) 


THURSDAY, APRIL 28, 1960 
U.S. Senate, 


CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a.m., in room 
5110, New Senate Office Building, Hon. John O. Pastore presiding. 

Present: Senators Pastore, Monroney, Engle, Hartke, Schoeppel, 
and Scott. 

Senator Pastore. It is now 5 minutes past 10. The committee is 
ready, if the witnesses are. We expect to have other members of the 
committee drop in from time to time. The session started this morn- 
ing at 10 o’clock, and that accounts for the absence of any further 
members of the committee. 

This is the third in the series of hearings held by the committee in 
connection with the survey of U.S. foreign commerce. One of the 
problems which appears to be of serious concern to our exporters is 
the problem of credit. It is the kind of terms it can extend to the 
purchasers of our commodities overseas. This is a competitive mat- 
ter, since exporters in other countries have various kinds of govern- 
ment credit assistance and can frequently offer better terms than our 
producers. 

The hearing today is directed primarily to this question of export 
credit and the possible ways in which the position of our exporters 
might be strengthened. 

Our first witness is Mr. Samuel Waugh, President of the Export- 
Import Bank. In inviting him to the table, I wish to extend to him 
on behalf of the committee our felicitations on the occasion of his 
70th birthday. 

Mr. Waugh. 

Mr. Waveu. Thank you, sir. 

Senator Pastore. You are the youngest 70-year-old man I have ever 
seen in my life. 

Mr. Waveu. Thank you doubly, sir. 


Senator Pastorr. All right, Mr. Waugh, you may proceed as you 
like. 


(Note.—Staff members assigned to this hearing, George A. Barnes and John 
R. Wagley.) 
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STATEMENT OF SAMUEL C. WAUGH, PRESIDENT, EXPORT-IMPORT 
BANK OF WASHINGTON; ACCOMPANIED BY HAWTHORNE AREY, 
MEMBER OF THE BOARD OF DIRECTORS; AND R. HENRY ROWN- 
TREE, CHIEF OF ECONOMICS DIVISION 


Mr. Waveu. Mr. Chairman and members of the committee, my 
name, as you state, is Samuel C. Waugh. Since October 4, 1955, I 
have served as President and Chairman of the Board of the Export- 
Import Bank of Washington. ‘Today I am representing the five-man 
Board of Directors appointed by the President and confirmed by the 
Senate. My associates with me today are Hawthorne Arey, a mem- 
ber of our Board of Directors, and R. Henry Rowntree, Chief of our 
Economics Division. 

You gentlemen know that the Export-Import Bank reports regu- 
larly to the Senate and House Banking and Currency Committees and 
files a semiannual report to the Congress which outlines the Bank’s 
activities in great detail. 

We are, however, particularly pleased to appear before your Senate 
Interstate and Foreign Commerce Committee for the reason that for 
26 years the basic concept of the Export-Import Bank has been— 
to aid in financing and to facilitate exports and imports and the exchange of 
commodities between the United States or any of its territories or insular posses- 
sions and any foreign country or the agencies or nationals thereof. 

Today, in the efforts being put forth to expand our export trade, 
the question of credit is one of paramount importance. No one with 
whom we have talked is anxious that the Export-Import Bank, as an 
independent agency of the U.S. Government, in its efforts to increase 
foreign trade, should engage in competition for business to the extent 
that credit is extended on an unsound basis. It has been upon this 
premise that we continue to approach the problem under study by your 
committee at this time. 

The following is my formal statement: 

On February 12, 1960, the Export-Import Bank completed 26 years 
of operations in support of the foreign trade of the United States. 
To repeat, the basic objective and purpose of the Bank, as stated in its 
legislative charter, is “to aid in financing and to facilitate exports and 
imports and the exchange of commodities between the United States 
or any of its territories or insular possessions and any foreign country 
or the agencies or nationals thereof.” To accomplish this objective 
and purpose the Bank is given broad legal powers and is authorized by 
the Congress to have outstanding at any one time loans and guarantees 
in an aggregate amount of $7 billion. 

In support of our foreign trade, the Export-Import Bank has au- 
thorized, as of April 15, 1960, more than $10.6 billion of credits in 70 
countries of the world. Of this amount the Bank has disbursed over 
$7.36 billion. In other words, $7,360 million, of which $3,970 million, 
or more than one-half, has already been repaid. Loans presently out- 
standing total more than $3.2 billion, and commitments not yet dis- 
bursed are in excess of $1.5 billion. These loans have been made for 
the purpose of financing the export trade of the United States. 

The act governing the operations of Export-Import Bank states it 
to be the policy of the Congress: (1) that the Bank shall supplement 
and encourage and not compete with private capital, and (2) that the 
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loans of the Bank shall, in the judgment of the Board of Directors, 
offer reasonable assurance of repayment. Our record attests to our 
adherence to these principles. 

Recently the Bank announced that it will provide two new services: 
First, a plan of guarantees covering political risks on short-term ex- 
port transactions, that is, on sales involving credit not in excess of 
180 days. These guarantees will protect the exporter—to the extent 
of 90 percent of the invoice value of the sale—against the risk of non- 
transferability or nonconvertibility of currencies and against losses 
resulting from war, civil commotion, expropriation, the imposition of 
import restrictions, or the cancellation of import permits. 

These guarantees on short-term transactions will be limited to the 
political or noncommercial risks in order to encourage private com- 
panies to offer guarantees or insurance with respect to the normal busi- 
ness or commercial credit risks. At the present time, two private 
insurance companies in the United States offer limited coverage in the 
field of export credit insurance. 

Senator Pastore. For the purposes of the record, can you give an 
example as to procedure? How does the request for the loan origi- 
nate? Is it by an individual who seeks to buy American-produced 
goods or does it come through the auspices of a foreign government? 
How does your guarantee implement any credit that may be extended 
by a private institution? In other words, just how does your pro- 
cedure work in order to assist an exporter in America ? 

Mr. Waveu. Senator, the plan is that the insurance companies, 
the private insurance companies and the private banks will be au- 
thorized to act automatically on behalf of the Export-Import Bank 
in order to give the political coverage at the same time they extend 
the credit. The applications for the credit may come to the private 
bank or to the insurance company from either source, the borrower 
or the exporter. 

In other words, we intend to use the private institutions of this 
country to the greatest extent possible, vis-a-vis the private banks 
and also the private insurance companies, and we rather anticipate 
there may be more private companies formed to extend this type of 
credit. 

Senator Pasrore. The point that I want to emphasize in the record, 
Mr. Waugh, is this: Do you come into play originally, or do you come 
into play because a private institution refuses to take the calculated 
risks involved in that particular transaction? In other words, do you 
come in on the ground floor, or do you come in to fortify a transaction 
once a private institution here has refused to assume that kind of 
eredit ? 

Mr. Waveu. There are two classes that we are going to discuss. 
We are discussing first the question of the short-term credit, Senator. 
In that instance the credit will be extended by the private banks and 
the political risk coverage will be extended by the Export-Import 
Bank. But in a moment I will come to the medium-term credit, which 
I believe is the field in which you are making the inquiry, and will 
give another example at that time. 

Senator Pasrorr. Yes. In other words, what I am really trying to 
discover is the degree of the imponderable in the political consider- 
ation, and who decides it and how ? 
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Mr. Waven. The political consideration must, of course, be decided 
by the Export-Import Bank. 

Senator Pastore. That is right. 

Mr. Waveu. And the credit risk must be decided by the party 
extending the credit. 

Senator Pastore. All right. 

Mr. Wavucu. We anticipate private insurance companies that pro- 
vide credit insurance will act as agents for Export-Import Bank in 
making the short-term political risk guarantees readily available to 
the exporter. 

During the past 2 weeks representatives of Export-Import Bank 
completed a series of meetings in New York City, Chicago, St. Louis, 
San Francisco, and New Orleans with commercial bankers engaged in 
financing foreign trade. These meetings were arranged with the 
assistance of the Chairman of the Federal Reserve Board and the 
various Federal Reserve banks. In these meetings the programs of 
Export-Import Bank were explained to the commercial banks and 
their cooperation requested. Attendance at the meetings, interest 
shown, and the response of the commercial banks has been gratifying. 

In making this statement I overlooked mentioning that this coming 
week we will have our men who are familiar with this problem attend 
the annual meeting of the Bankers Association for Foreign Trade, 
which will be held at French Lick, and it is usually attended by all 
of the bankers in the United States that are interested in foreign 
trade. At that time these plans will be again discussed in great detail. 

In addition to the new program for short-term transactions, the fa- 
cilities offered by Export-Import Bank for medium-term credits— 
that is, from 180 days to 5 years—were also reviewed and discussed 
with the commercial banks. 

Assistance to individual exporters in connection with sales on me- 
dium-term credit is available—and has been available for some time 
from the Export-Import Bank in any one of the following forms: 

1. Exporter credit: Where direct financing by Export-Import Bank 
is required, Export-Import Bank will participate with the exporter on 
a case-by-case basis by purchasing from him for cash, and without re- 
course on the exporter, obligations of the buyer representing up to 
85 percent of the financed portion of the transaction. In each such 
case it is necessary that at least 20 percent of the invoice value of the 
goods shall have been paid by the buyer by the time the goods are 
delivered. Export-Import Bank then carries 85 percent of the bal- 
ance, or 68 percent of the invoice value of the sale. The exporter 
carries 12 percent of the invoice value, for his own account. 

This facility offers to the U.S. exporter everything that he could 
obtain from any of the export credit insurance or guarantee plans 
available in other countries and, in addition thereto, the actual financ- 
ing on a nonrecourse basis. 

2. Repetitive sales: Once an exporter has established the credit 
standing of a foreign dealer or other customer to whom a number of 
sales are anticipated, Export-Import Bank will agree upon a credit 
ceiling against which the exporter may carry out a series of sales to 
such buyer without prior reference to Export-Import Bank in each 
instance. This type of assistance is merely a variation of that de- 
scribed above in that it provides financing for a series of transactions 
instead of a single transaction. 
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3. Comprehensive guarantee: In cases in which the exporter or his 
commercial bank is prepared to provide the actual financing, Export- 
Import Bank will issue a guarantee to the exporter or his bank cover- 
ing both credit and political risks to the extent of 85 percent of the 
financed portion of the transaction. It is expected that the buyer 
abroad will have paid at least 20 percent of the invoice value of the 
goods by the time of delivery. 

These comprehensive guarantees are practically identical to the 
insurance or guarantees offered by the agencies of other governments. 

Senator Pastore. How do you define a political risk ? 

Mr. Waveu. A political risk we try to define by saying—I will use 
the exact wording again: 

Against the loss of nontransferability or nonconvertibility of the currency 
and against losses resulting from war, civil commotion, expropriation, the 
imposition of import restrictions or the cancellation of import permits. 

Senator Pastore. In other words, some action that might be taken 
by a foreign government that would foreclose the transaction ? 


Mr. Wavueu. Entirely aside and apart from the credit risk, itself; 
yes, sir. 


Senator Pastore. Yes. 

Mr. Waveu. Political risk guarantee. In cases in which the ex- 
porter or his commercial bank is prepared to provide the financing 
and to assume the commercial credit risks involved, Export-Import 
Bank will issue its guarantee limited to the political risks to the extent 
of 90 percent of the financed portion of the transaction. 

These “political risk” guarantees on medium-term transactions pro- 
vide the same protection offered for political risk guarantees on short- 
term transactions. The pret ‘e is that the medium-term transac- 
tions are handled on a case-by-case basis or for repetitive sales to 
the same customer. have payment by the buyer of at least 20 percent 
of the invoice value by the time the goods are delivered is required as 
in the case of all medium-term transactions. 

In all cases in which Export-Import Bank provides financing or 
guarantees against all risks, it is necessary that it satisfy itself that 
the foreign buyer is credit worthy. Such a requirement is equally 
present in the administration of any export credit insurance or guar- 
antee system that is intended to operate on a self-sustaining basis. 

Senator Monroney. Mr. Chairman. 

I wonder, before we get too far away from points 3 and 4, would 
you tell us how many comprehensive guarantees you have made since 
1957 ? 

Mr. Wavucn. We have had practically no business of that type, or 
no requests for business of that type, because of the attitude of the 
banks in asking—we haven’t had the requests. 

Senator Monronry. Of the banks or of the Export-Import Bank? 

Mr. Waven. I amsorry, I didn’t get the question. 

Senator Monroney. You say you have had very little activity in 
this, because of the attitude of the bank. The commercial banks or 
the Export-Import Bank ? 


Mr. Wavucu. The commercial banks, on account of the tight-money 
situation. 

Senator Monroney. Isn’t it a fact that it also has been the attitude 
of the Export-Import Bank to discourage this type of guarantee ? 
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Mr. Waveu. No, sir; not in the least. 

Senator Monroney. What is the use of outlining a plan before this 
committee in which you have had no activity since 1957 ¢ 

Mr. Waveu. There now seems to be an added demand for this type 
of guarantee which is brought about in part by the increased con- 
vertibility of currencies around the world. 

Senator Monronry. Now, on point 4, this is the political-risk 
guarantee. 

Senator Pastore. Mr. Waugh, if at any point you desire your 
assistants or associates to answer a question—rather than have them 
tell you and have you assume the responsibility of the answer on a 
subject that you think ought to be referred to one of your colleagues, 
you go ahead and refer it and we will get the answer directly. Is 
that satisfactory to you ? 

Mr. Waveu. Very satisfactory. Mr. Arey, a fellow Director on 
my right, who has been at the Bank for more than two decades, and 
Mr. Rowntree, the Chief of our Economic Division, have been work- 
ing intimately with the details of this operation. I appreciate this 
oo. to refer these questions. 

enator Pastore. Yes; you may use them in any way you think is 
more informative to the committee and to the Board. 

Mr. Waveun. Thank you. 

Senator Monroney. You say there have been no loans made in the 
comprehensive guarantee because of inactivity of other banks. Do 
you want to complete that one and then we will go to point 4? I 
think it is quite important to. the subject of development of foreign 
trade to ascertain why this program which has been in existence for 
so long has been so completely inactive in helping the exporters. 

Mr. Arty. May I comment on that? 

Senator Monroney. Yes. 

Mr. Arey. The difference between guaranteeing an exporter credit 
or making an exporter credit by our Bank is merely a difference as to 
whether we put out the funds or the commercial bank puts out the 
funds. We have been very active since 1955 in making exporter 
credits. 

Senator Monroney. Those are loans? 

Mr. Arey. That is an agreement to buy from the exporter 85 per- 
cent of the obligations of the foreign buyer. 

Senator Monroney. This is the Bank, let’s keep it straight. We 
are talking here about guarantee insurance. What you are ae 
about is loans that are made. You assume 85 percent guarantee an 
it is in fact listed then as a loan; is it not ? 

Mr. Arey. Yes, Senator. May I put it this way: Let us say that 
an exporter comes to us for a guarantee. If he asks merely for a 
guarantee of the 85 percent, we are very pleased to do it in that way, 
for several reasons, among others, that we do not want to compete 
with private capital in putting out the funds. 

Tf he is unable, though, to get a bank to purchase that paper from 
him under our guarantee, which is the export credit system, then he 
asks us to purchase the paper. It is the same transaction, but merely 
a question whether we purchase the paper or a commercial bank pur- 
chases the paper. In the last few years we have not been requested to 
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give guarantees because the banks have been tight on funds. In fact, 
in some cases they have even suggested to us that we might put out 
some money under their guarantee. It is merely a question as to who 
buys this paper. Even if you have insurance and merely give a guar- 
antee, someone must then finance the paper. 

We offer to guarantee or to buy the paper, itself, and with this tight- 
money situation no one has wanted a mere guarantee, because they 
couldn’t get the money from the banks after they had the guarantee. 

In 1955, about 25 percent of our transactions were done by guarantee. 
Even at that time many exporters preferred to use their credit from 
their commercial banks for other purposes and get the funds from us in 
the purchase of this paper. 

Senator Monroney. The figures the staff have on this show that in 
1955 you did $23,110,000 under this medium-term financing, in 1956 
you got up to $54,853,000; in 1957, $66,485,000; in 1958, $28 million, 
a decrease of more than half, $28,708,000; and in 1959 you dropped 
down to $5,492,000. 

Mr. Arey. That is correct. 

Senator Monronry. What is the reason for that? Is that tightness 
in the money market, in the commercial banks, or tightness in the 
Export-Import Bank? 

Mr. Arey. In 1958 and 1959, countries—some of the principal buy- 
ing countries in South America had heavy exchange deficits, they 
could not meet the obligations for goods already ordered or for those 
that they intended to order from the United States. We extended 
large credits in cooperation with the commercial banks of as high as, 
in Brazil, $100 million; we extended credits in Colombia, Chile, and 
Argentina. We extended more in 1959. During that period when they 
were in a deficit situation, we were not prepared in addition to financ- 
ing the purchase of U.S. goods, through lines of credit to the banks to 
continue at the same time to authorize additional credits against that 
deficit position. 

Secondly, many buyers in those countries, because of this deficit 
position, were not prepared to buy on terms when they were uncertain 
as to what the value of their own currency would be at the time they 
would have to meet the obligations. There was a drop in credit all 
along the line because of the difficult situation in those countries, and 
those are the countries where we have in the past been the most active, 
we have had the most requests for exporter credits. 

This year we have already, in the first 4 months of 1960, authorized 
more credits than we did during the last 6 months of 1959. 

Senator Monroney. That would be somewhere in the neighborhood 
of about 3 or 4 million ? 

Mr. Arry. No. We have done about $25 million already. 

Senator Monroney. You are talking about 1959, about a figure of 
$5,492,000 for the whole year. 

Mr. Wavan. Senator, may I try to get this in focus, as far as the 
way we see it? There are two different types we are discussing here. 
One is the short-term credit for 180 days, and the other is the medium- 
term credit. 

Now, we have had the feeling, perhaps erroneously so, that the U.S. 
private banks have been taking care of the 180-day paper without any 
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difficulty. Now, it is in the medium-term credit that you are dis- 
cussing. I don’t think that you should classify the export-import 
business in the medium-term field merely by the credits applied for by 
exporters. For our total volume in 1957, 1958, and 1959, for export 
transactions, involved literally hundreds of cases of U.S. exporters 
that really received business on a 100-percent basis without recourse 
and it doesn’t take into consideration the question of the plan where 
you pay 20 percent down and 12 percent and 68 percent. We would 
like to have an opportunity, if we may, to demonstrate how the U.S. 
exporter derives far more business out of the larger loans than he does 
out of this export credit plan. The export credit plan is to the dis- 
advantage of the small exporter, if he can get it. under the overall 
plan of a development loan. And we have the figures to give you 
to demonstrate that point to you. 

Senator Monronry. Now, a development loan, you mean through 
the Development Loan Fund? 

Mr. Waveu. No; through an Export-Import Bank loan for the 
development of a whole project, where one particular firm will get the 
order and then it will be spread out all over the United States in many 
other orders. I have some examples of this in the balance of my state- 
ment, if you would like to have me continue. 

Senator Monronery. Allright. It seems to me on both of these pro- 
grams which you detail there has been practically no activity whatso- 
ever, and I don’t even know why it is brought in if the program is not 
being filled. 

Mr. Wavcenu. We are presenting this new program in response to 
a demand, and we will have to wait to see whether or not it is going 
to develop any volume of business. We have the facilities for doing 
it. If there is a demand, we are ready, anxious, and willing to do it. 

Senator Monroney. On February 3, 1958, when I was serving on 
Banking and Currency, conducting hearings under the Subcommittee 
on International Finance, you said we didn’t need to set up another 
agency for these short-term and intermediate-term credit guarantees, 
that the bank was ready, willing and able and happy to doit. Now we 
have, 2 years later, still no activity in this field. At the same time our 
exports are going downhill, with great rapidity. We are being beaten 
in almost every market of the world, to my personal knowledge, by 
finances, and not by product. And the Germans are reaching markets 
and building up markets because they can get sales through almost 
immediately under their guarantee plan while our people can’t meet 
those terms. They don’t get an answer for 60 or 90 or 120 days, and 
then the business goes elsew here. 

It seems to me if we are going to have this very expensive bank that 
you run, that it ought to be trying to fulfill this function after all of 
these years of talking about it. 

Mr. Waven. Fr -ankly, Senator, we have not had, since the hearing 
that you refer to, any ‘applic ations for that type of credit which we 
have declined. If you could show us one we would be very happy to 
discuss it on a specific basis. 

The facts of the matter are, right during the period that you are 

talking about, the increased loan activity of the E xport- Import Bank 
during the last five years has gone from $2,100 million to $3,600 mil- 
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lion. We have increased the volume of business 69.3 percent—we have 
extended the number of credits from 198 for the first 5 years in the 
decade to 1052, and we have increased the number of credits 431 per- 
cent in the second 5 years from 1955 to 1959. 

Senator Pasrorr. Is the Senator through ? 

Senator Monronry. Well, I have had some talks with people that 
have tried to secure various types of guarantees against expropria- 
tion. I have one in my own State. For some reason the State De- 
partment recommended the provision of a guaranty only against ex- 
propriation for very expensive oil-drilling equipment that was to be 
used for exploration of oil in Bolivia. 

This took about 6 months, I think, to get through the Export-Im- 
port Bank. The local bank was willing to finance it and it was turned 
over for some reason to this high-level study group, which discussed 
it for about 4 or 5 months before it finally went through. But this 
was only to guarantee that the man’s equipment, which he had financed 
by a private bank, would not be seized in a revolution in Bolivia. I 
certainly have had enough experience on the slowness of that one to 
feel that we are not meeting a competitive situation that we face from 
other countries of the world. 

Mr. Waveu. I think that I should say, in our own defense, that 
this was never before us. This turned out to be an ICA guarantee. 

Senator Monronry. There was a temporary ICA guarantee which 
‘ame through rather quickly. It then went to the Export-Import 
Bank, as I understand it. 

Mr. Waveu. No. 

Senator Monroney. Then it had to be shoved by you over into an- 
other interagency advi isory group, where it rested in peace for about 4 
months before it fin: ally went through. 

Mr. Waveu. Senator, you have been on the Banking and Currency 
Committee of the Senate ‘and you know, of course, that the operations 
of the Export-Import Bank, insofar as their loans are concerned, are 
coordinated through the National Advisory Council. 

Senator Monroney. This wasn’t a loan. This wasa simple ; guaran- 
tee against expropriation and assuring future convertibility of cur- 
rencies. There is only, I think. about $500,000 involved. The other 
was in actual equipment belonging to a U.S. operator that was seek- 
ing a guarantee against seizure, and that was all. 

Mr. Waven. What I was going to say was that the Export-Import 
Bank, in the form of guar antees or in the form of expropriation guar- 
antees, or in the form of credits, has been following the policy, estab- 
lished by the administration, and not by the Bank ‘itself, on the ques- 
tion of oil credits. It has been a very important and delicate question. 

Our own Bank, on the question of loans for exploration for oil, has 
gone on the theor: y that private capital was available and it was a "risk 
of the type that U.S. taxpayers’ money should not be used for, as long 
wip ivate capital was available in the oilfield. 

enator Monronry. This didn’t have anything to do with the risk. 
You had a private bank loan, the banker came up here and negotiated 
with the borrower. He was perfectly willing, ready, and able to lend 
the money for the operation. All he w anted to be sure of was that 
there wouldn’t be a revolution tomorrow in which this $4 million worth 
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of high-priced drilling equipment for deep-well drilling would not 
be seized by the revolutionary government. This is all he asked of 
his government, and yet it took about 6 months to finally work that 
deal out. 

Mr. Wavueu. Senator—— 

Senator Monroney. And I don’t think it would have been worked 
out then if it hadn’t been for someone in this administration who inter- 
ceded to try to get some speed on it. 

Mr. Waveu. I think upon investigation you will find it has never 
been before our bank. 

Senator Monroney. I was told it was an Export-Import loan. I 
didn’t talk about it. I talked to these men and was told it was an 
ICA guarantee, that ICA recommended it, it went to the Export- 
Import Bank, and it was referred to this interagency committee for 
study. 

Mr. Waveu. Mr. Rowntree calls my attention to the fact that it was 
before our bank as agent for the ICA, but we had no decision to make. 

‘We are simply the administrative agents for the guarantees of the 
ICA, but we do not make the decision. 

Mr. Rowntree. That is right. 

Senator Monroney. You were the agent for it. Who does make 
the decision ? 

Mr. Waveu. ICA. 

Senator Monroney. Why was it referred from your bank, then, to 
this interagency committee ! 

Mr. Waveu. It was not, sir; we have no responsibility in that con- 
nection at all. That is a State Department responsibility through 
the ICA. 

Senator Pastore. Now, is this a matter that could have come to you 
for a guarantee? I mean now this presents quite a serious situation. 
I think now we are dealing in specifics rather than in generalities. 
Generalities are always so easy to justify because they build upon 
philosophical grounds. But let’s not be academic now. A specific 
case has been raised which is quite important. Here the allegation is 
being made by the Senator from Oklahoma to the effect that certain 
people who are in the business of selling oil-drilling equipment got 
a loan, got their credit from a commercial bank. 

Now, all they wanted was a guarantee—we are talking about these 
political guaranties—well, all they wanted was a guarantee that in 
case there would be a shutdown in that foreign country or a change 
of government, that this transaction would be kept whole. 

Senator Monroney. That the equipment would not be seized; this 
was all. 

Senator Pastore. All right. That the equipment that was sold 
would be paid for to the seller. 

Mr. WavueuH. May I ask that we—— 

Senator Pastore. Now I think you gentlemen ought to spread 
that on the record in specifics. 

Mr. Wavan. Yes. May I ask that we get the facts in the case 
and report them back to you ? 

Senator Pastore. I would hope that you would spell it all out in 
the record completely. And go a step further, why was it necessary 
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for these people to go to the ICA in the first place and have you act 
as agent when in the first place you could have acted as principals. 
Mr. Waueu. We do not know the facts. 


Senator Pasrore. I am not saying that I do, either. I think you 
ought to explain that in the record. 


Mr. Waveu. I am asking for permission to get the facts in the 
case and report back. 


Senator Monroney. I would like, when you report back, to tell us 
definitely why this would not have qualified as a normal quick Ex- 
port-Import Bank transaction, why it had to go through ICA and 
through the interdepartmental agencies, and things of that kind. 

Senator Pastore. And how soon they could have gotten this guar- 
antee if you had handled it. 

Mr. Arey. All right. 

Mr. Waveu. All right. 


(The following was subsequently received from the Export-Im- 
port Bank for the record :) 


The matter referred to consisted of two guarantee contracts issued by the 
International Cooperation Administration with respect to investments in Bolivia. 

These guarantees are issued by the International Cooperation Administration 
under section 413(b)(4) of the Mutual Security Act of 1954, as amended. 
Pursuant to FOA Regulation No. 4, the Export-Import Bank has been desig- 
nated as agent for the Director of the International Cooperation Administration 
to issue and administer the guarantees as authorized and upon the terms speci- 
fied by the Director. The Bank does not act independently in these cases. 

The guarantee contracts in question were the following: 

1. ICA Contract of Guarantee No. 831-Convertibility ($500,000) 
2. ICA Contract of Guarantee No. 8382-Expropriation ($2,000,000) 

The two contracts were with respect to an investment in stock and the pro- 
vision of equipment by Big Chief International Corp. (an Oklahoma corpora- 
tion) in its subsidiary, Big Chief Bolivian Drilling Co. (a Bolivian corpora- 
tion), which subsidiary had entered into a drilling contract wth Yacimientos 
Petroliferos Fisecales Bolivianos (an agency of the Bolivian Government). 

The Export-Import Bank does not participate in or guarantee equity invest- 
ments. The guarantees involved in this instance were not ones whch the Bank 
could issue. The applicant therefore did not approach the Bank but properly 
negotiated directly with the International Cooperation Administration. 

On January 26, 1959, the International Cooperation Administration advised 
the Bank that these guarantees were under consideration and that they raised 
some problems both of policy and technique. The Bank was asked to furnish 
any comments it might have. 

While negotiations with the applicant were being concluded by the Inter- 
national Cooperation Administration, the Bank completed its response to the 
request for comments with an extensive reply to the International Cooperation 
Administration on April 3 which concluded that the proposed contracts raised 
questions of policy which should be considered by the National Advisory Council 
on International Monetary and Financial Problems. 

On April 6 the International Cooperation Administration informed the Bank 
that revisions in the proposed contracts had been agreed upon and that final 
contracts now were ready for approval. 

The policy questions raised by these proposed guarantees were submitted by 
the International Cooperation Administration on April 26, 1959, for considera- 
tion by the National Advisory Council. While the matter was before the 
Council, representatives of the applicant called upon various Council members, 
including the Bank. This was the only occasion on which this applicant com- 
municated with the Bank. 

The Council decision was reached under date of June 25, 1959, and the 
Export-Import Bank, as agent for the International Cooperation Administration, 
on June 30, 1959, authorized entry into the contracts of guarantee. 
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Senator Pasrore. In other words, the point that I am trying to 
raise here: Do our business interests in this country fully understand 
and have they been fully told of the functions of this Export-Import 
Bank to the extent that they can clear these matters up without a great 
deal of redtape ? 

Mr. Waveu. Senator, I can just say this, that in the last 4 years we 
have traveled from Los Anegles to Boston and Seattle to Miami, and 
we have discussed the business of the Export-Import Bank with world 
trade groups, with exporter groups, with foreign trade bankers, and I 
will also say that despite all of the work that has been done there is 
still.a great deal of misunderstanding as to the operation of the bank, 
both within the administration and outside the administration. 

Senator Pastore. And are you people proposing to do anything 
about it / 

Mr. Wavcu. We are doing everything we can humanly possible 
with the staff we have and the facilities we have, and the facts of the 
matter are, I think that the tremendous increase that we have had in 
the business over the 5 years, as compared to the previous 5 years, is 
the best answer to the case that we are making progress. 

Senator Pasrore. Well, now don’t misunderstand us, Mr. Waugh. 
We are not here to criticize. 

Mr. Waveu. I am not. 

Senator Pasrors. Nor to investigate agencies. What we are trying 
to do here is develop a greater export business on the part of the U nited 
States of America. If that isn’t being done, we would like to have 
concrete answers. In other words, if your facilities are not being 
utilized to their full optimum potentiality, then we would like to know 
why, and if there is anything we can do to help that along. That is 
the reason we are here. We are not here to turn you inside out. We 
are here to get some answers in order to help this situation. 

Mr. Waven. Senator, I did not take your comment in any way, 
shape or form being critical. I am sure we are working for a com- 
mon objective. 

Senator Pastore. That is right. 

Mr. Waucu. That is what we have been trying to do in the Export- 
Import Bank. We are trying to demonstrate what we have done with 
the facilities we have and to clear up some misunderstandings as to 
the operations, both as to volume and type. 

Senator Pastore. All right, sir. 

Senator Monronry. I would like to ask that you put in the record 
for the last year the dates of applications of loans that have been re- 
quested, the dates that you have either granted a loan or denied it. 

(The following was subsequently received from the Export-Import 
Bank for the record :) 
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ExPORT-IMPORT BANK OF WASHINGTON 


Schedule showing time intervals in handling exporter credit applications received 


Eximbank 
No. 


961-14 
1063 
687-5 
826 B-71 
826 83-70 
826 B65. .-- 
Hbb-S 
639-5 
643-2 
1075 
640-8 
826 B-72. 
826 B68. 
826B-67 
826 B-74 
$26 B-77 
826 B-75 


1087 
664-11 
664-12 


667-6 


1117 


1092_ 


651-6. 


56472 


60 


| 


Date 
received 
Jan 5, 1959 
Jan 9, 1959 
Jan. 12,1959 | 
Jan. 14, 1959 
Feb. 2, 1959 

| 
Feb. 12, 1959 
Feb. 16, 1959 
Feb. 24, 1959 
. do 
Feb. 26, 1959 | 
do... 
Feb. 27,1959 
Mar. 5, 1959 
Mar. 9, 1959 
Mar. 10, 1959 
Apr 3, 1959 
Apr. 14, 1959 
Apr. 23, 1959 
Apr. 24, 1959 
Apr. 27, 1959 
Apr. 29, 1959 
May 5, 1959 
May 15, 1959 
do 
May 19, 1959 
May 26, 1959 
June 4, 1959 
June 8, 1959 
July 2, 1959 | 
July 9, 1959 
July 15, 1959 
July 22, 1959 | 
July 31, 1959 
Aug. 3, 1959 
Aug. 10, 1959 


Jan. 1 through Dec. 31, 1959 


Date all information received 


Not received 
Feb. 27, 1959. 


Jan. 12, 1060.......... - > ‘ 
SOR. FE, BOC R ccc cnws a 
Mar. 4, 1959___ 


Feb. 2, 1959 
Feb. 12, 1959_ 
Feb. 16, 1959 
Feb. 24, 1959. _. 
Apr. 24, 1959_ 
Feb. 26, 1959 
do 

May 11, 1959 
Mar. 5, 1959_ 
Mar. 9, 1959- 
Mar. 10, 1959__ 


FAL i Bg MGs bh Stauhs ode enechine wea “ 
Apr. 14, 1959 - 
Apr. 23, 1959..._. 


Sept. 16, 1959_._.. 
Not received 

(Exporter informed on Apr. 27, 1959, of 
need of current financial statements on 
foreign buyer. Statements not furnished 
but exporter requests application be held 
in pending status. 

Not received ._ 
(Withdrawn by 

nishing full financial information on pur- 
chaser. Other financing arranged.) 

July 6, 1959 

May 15, 1959 

June 23, 1959 

Time lapse resulted from necessity for 
Eximbank to obtain clarifying informa- 
tion from government of buyer’s country. 

May 19, 1959_. 
July 6, 1959 

(Exporter unable to obtain guarantee 
satisfactory to Eximbank. 

Nov. 25, 1959_- 

(Delay in receiving 
statements and 
on foreign buyer.) 

Not received 

(Exporter unable to provide financial 
statements on foreign buyer; closed on 
basis of letter from exporter dated Sept. 23, 
1959. 

Not received 

(Applicant advised on July 17, 1959, of 
information necessary to complete appli- 
cation. 

July 9, 1959___.- 
Not received. 

(Exporter unable to prove up credit- 
worthiness of foreign purchaser but indi- 
cates he is still trying.) 


financial 
information 


current 
supporting 


July 22, 1959 


Oct. 28, 1959 
(At time application was completed, 
foreign purchaser had become delinquent 
on earlier credit. 
arranging financing, 
celed order.) 
Aug. 19, 1959 
(No additional 
exporter. 


foreign 


information requested 


of Time lapse resulted from 


delay in receiving information requested | 


by Eximbank from outside sources.) 
Sept. 16, 1959......-- one 4 nets 
(No additional information requested of 
exporter. ‘Time lapse resulted from delay 
in receiving information requested by 
Eximbank from outside sources.) 


exporter prior to fur- | 


As result of delay in | 
buyer can- | 


Action taken 


Date 


Disposition 


Feb. , 1959 | Denied. 


Mar. 13,1959 | Approved. 
Feb. 6, 1959 Do. 
Feb. 5, 1959 | Do. 
Apr. 2, 1959 | Do. 
Mar. 27, 1959 | Do. 
Feb. 26, 1959 Do. 
Mar. 5, 1959 | Do. 
Apr. 9%, 1959 Do. 
May 14, 1959 Do. 

Apr. 7, 1959 Do. 
Apr. 10, 1959 Do. 
May 26,1959 | Denied. 
Apr. 9,1959 | Approved. 
Mar. 17, 1959 Do. 

a | ap 7 Do. 
Apr. 15,1959 | Do. 
May 7, 1959 Do. 

oo. 2... Do. 
Sept. 24, 1959 | Denied. 

2 Pending. 
June 19,1959 | Withdrawan. 
July 21,1959 | Approved. 
June 11, 1959 Do 
Aug. 6, 1959 Do. 

} 
} 
June 6, 1959 Do. 
Nov. 25, 1959 | Dropped. 
Dec. 18,1959 | Approved. 
} 
Sept. 23.1959 | Withdrawn. 
} 


Dee. 17, 1959 Dropped. 


Aug. 6,1959 | Approved. 
é | Pending. 
| 
| Aug. 21, 1959 Do. 
Dec, 22,1959 | Withdrawn. 
Sept. 10, 1959 | Approved. 
Sept. 25, 1959 Do. 
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Schedule showing time intervals in handling exporter credit applications received 


Jan. 1 through Dec. 31, 1959—Continued 








Action taken 








Eximbank Date Date all information received erm 
No. received 
Date Disposition 
1019-2___.-- PG FEE Tt Bees BI. bc cts icsnennSnddestongpemernse Dec. 29,1959 | Approved. 
$26B-80-..-/----- ee RE EEO. Soa celts cba cou waeesepeenns Aug. 20, 1959 Do. 
707-1. .....- Aug. 11, 1959 SLED Se ee ee ee Sept. 24, 1959 Do. 
Aug. 14, See, Cee et  aanneaanaiaknentaraeecnes Pending. 
(Exporter informed on Sept. 1, 1959 of 
probable need of local commercial bank 
guarantee. Guarantee has not been 
offered, but exporter requests application 
be held in pending status.) 
ee ee a a ek ER ee Dec. 24,1959 | Approved. 
(Current financial statements of foreign 
buyer received on Nov. 12, 1959. By 
letter received Nov. 23, 1959, exporter 
amended application.) 
ee ack ees oc eS CT aa nce ce ebdnacangeacceoieg Sept. 3, 1959 Do. 
NT CI Bios den scsps dae Shenae cade ucmoe amnenbaueas Sept. 9,1959 | Withdrawn by 
exporter. 
SR car ae. CO i Se Sake dew ives atte cptacai- Sept. 10,1959 | Approved. 


Aug. 24, 1959 


eek Ue: Aug. 28, 1959 
| ethic Sept. 1, 1959 
Sept. 4, 1959 


651-8__..... Sept. 9, 1959 
651-7. _.-.- es 
737-44. .... Sept. 16, 1959 
640-9. _...-- Sept. 17, 1959 
711-8__-_. SA cen 
664-13__....| Sept. 18, 1959 
_ Ia oe eee 
651-13---.-. comin 


Sept. 22, 1959 


651-10. _---- Sept. 30, 1959 
SEE caeece Oct. 2, 1959 
§88-6.......| Oct. 8, 1959 
ee. a eS saz 
assigned 

748-4 .....- Oct. 13, 1959 
961-15. ....- Oct. 14, 1959 
BEB dstndce oe 

737-44._....| Oct. 16, 1959 
008-06... 315. 4 i htocues 
780-3....... Oct. 19,1959 
eae acnanis Oct. 22, 1959 
Se Oct. 28, 1959 


Oct. 30, 1959 








| 
| 
| 
' 


SE ease Oct. 
(Exporter informed on Sept. 11, 1959 of 
additional information needed. On ad- 
vice of Oct. 27, 1959 from exporter that he 
he did not have order, file was closed.) 


IR I tame eane Dec. 
ttc cubwaenivedse -oemenemen ier Nov. 
Scalise Racer cnchomesiacdeasatan tain eaetanae sania daar meal bee Oc 


(Clarification of application received on 
Sept. 30, 1959. On Oct. 12, 1959 applicant 
informed Eximbank that other financing 
had been arranged and requested with- 
drawal.) 


Oe iy See esndenkeseascectsesscenqsstensnn Oct. 

.do_. Fone. a — 
Sa ee E. cuturnnanes Nov. 
Sept. 17, Ress aoe eee pe RTI EES | 
Dec. 11, 1959. - .--- SE Ra oe Ee eee ae Le. Dec. 
PS 2 i Esa aantencscnae ss tag Kanha dee Nov. 
ag PR ee ee ee 
Dec. 23, 1959- - Jan. 


(Size of credits requested prompted Ex- 
imbank to make exhaustive investigation 
of foreign buyer. Current financial state- 
ments were received Dec. 23, 1959. Final 
check with trade sources completed by 
Eximbank on Jan. 18, 1960.) 


: pean sree. 
(Exporter informed by letter of Oct. 5, 
1959 that proposed form of guarantee was 
unacceptable to Eximbank. Subsequent- 
ly, by letter of Dec. 8, 1959, exporter with- 
drew application.) 
i cdncttedeckudbndwdndébacempade Nov. 
es enenuoen Dec. 
DU ee ns cnn an adassueescamnaube aad, SOM 
Oct. 8, 1959.....----- ES PE DEL IE HL Jel 


(Delay resulted from time necessary to 
explore policy question and to draft special 
form of agreement.) 


Nov. 2, 1959_. -- Dec. 


(Delay resulted from fact Eximbank 
eye es made field inv ee. ) 


Oct. 14, 1958...---.--- met 


Nov. 1%, aig eee eR ere ol 
Oct. 27, 1959- eg 
(Action on application delayed pending 
payment of delinquent account on part of 
foreign buyer.) 


I a a eee Feb. 
Nov. 24, 1959- aa akneeee EAP GS 
hs ena tinsshawede tine Dec. 
gp ae Oana eEEe Dee. 
De PUREE. 2 teu denececcaren eterna eat Jan. 


(Exporter asked concerning possibility 
of foreign buyer obtaining commercial 
bank guarantee. On Jan. 8, 1960 exporter 
reported that financing had been arranged 
in Sweden.) 





27, 1959 | Closed. 





1,1959 | Approved. 
3, 1959 Do. 
27,1959 | Withdrawn. 


6, 1959 | Approved. 
25, 1959 Do. 
25, 1959 Do. 
13, 1959 Do. 
29, 1959 Do. 
25, 1959 Do. 
22, 1959 Do. 
29, 1960 Do. 


8, 1959 | Withdrawn. 


5, 1959 | Approved. 
24, 1959 Do. 


12, 1959 Do. 
7, 1960 Do. 
1, 1959 Do. 
_ 1959 Do. 
a ae Do. 
35, 1959 Do. 
16, 1960 Do. 
10, 1959 Do. 
17, 1959 Do. 
1, 1959 Do. 


8, 1960 | Withdrawn. 
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Schedule showing time intervals in handling exporter credit applications received 
Jan. 1 through Dec. 31, 1959—Continued 




























Action taken 
Eximbank Date Date all ‘information received 
No. received 
Date Disposition 
988598. .ciss Oct, 80,1080! Oot. OB; WR... 25. S 25. oie sees RX. Dec. 1,1959 
(No additional information requested of 
exporter. Time lapse resulted from delay 
in receiving information requested by 
Eximbank from outside sources.) 
ae Be Nov.’ 3 1008 U WWOW. Gy Mite cas Sidi nt ace dokupeaseusidsd.s Nov. 25, 1959 | Approved. 
640-10. _..-- ear. 4 2000 1, Be ited cons scien sete Dec. 18, 1959 Do. 
Renee do........| Apr. 22, 1960. . .. Lot Apr. 29, 1960 Do. 
(Unusual terms and conditions of sale 
required extended study and review of 
case and several requests for clarifying 
information.) 
681-11. _.--- oe 8 A ee ee ee Dec. 10, 1959 Do. 
630-9. ...... BEGS:.. 50s BOND 1k Tee Ge Site > wi hike sake is cdasencsdcesss3 | Jan. 8, 1960 Do. 
ee eS U6 SD Gl! Ce See | Apr. 28,1960 | Closed. 
(Unfavorable credit information re- 
| ceived. Exporter was given opportunity 
| to make further investigation. No addi- 
tional word received. Accordingly, case 
closed Apr. 28, 1960.) 
baee Go........} 0G: 9B; IGOD. . 2 a hnnncacuecdandndscccus~s| Deo Sy Wee, 
(Exporter withdrew application for rea- 
son buyer had arranged financing 1 day 
prior to receipt of final credit information 
requested by Eximbank from outside 
sources.) 
so Sa hedbass ee TR St TS ete ceskatacnaserictaeaiainacncaatdene helpenceeael | Dec. 28,1959 Do. 
Os | Nov. 16, 1959 | Dec. 24, 1959..........____- 5 ieee eh ace eaien Jan. 26,1960 | Approved. 
a ee OO cue WORE. ile SEES cubs ceutkbndadasptebbanetecxenl: Dec. 22, 1959 Do. 
663-9.....-.- ee do < aovkke | ee aac PU atten scents odnnindomeneamemaa dened Jan, 29, 1960 Do. 
(Size of credits requested prompted 
Eximbank to make exhaustive investiga- 
tion of foreign buyer. Current financial 
statements were received Dec. 23, 1959. 
Final check with trade sources completed 
by Eximbank on Jan. 18, 1960.) 
640-11. ....- Pere, TOU Ses es RON nin Higa ncddideniescouans Feb. 9, 1960 Do. 
SeO-17 2. ae NGC WOR. fk a _| Jan. 5, 1960 Do. 
Nov. 25, 1959 | Not all received.........-.__-.........--.--- Jan. 26,1960 | Denied. 
(Exporter did not provide full informa- | 
tion, but application denied on basis of 
unfavorable report received by Eximbank 
from outside sources.) 
i sic Ti a Apr. 18,1960 | Withdrawn, 
(Application as filed was incomplete in 
several mane. Prior to completion, ex- 
porter withdrew for reason financing ar- 
ranged in buyer’s country.) 
@AQ-11_.....| Nov. 27,1959 | Jan. 26, 1960........._- isa lsat lice Aide Feb. 9,1960 | Approved. 
 : SER RS gt TE AR ae aa eae eee Dec. 22, 1959 Do. 
737-45_..... E00... J RORB. b EIR, Fg Wea dita cin whsc eth caspsebmanattect Dec. 17, 1959 Do. 
630-8. ...... A, Wen, Cay er I orcad aceainps ete wcumnaiinteens Dec. 29, 1959 Do. 
RE Reinck ia eead GO... sriate Ree Gh TOP. «ie. his OR Feb. 2, 1960 Do. 
, | a ee ™ oS 0 YS EE ea eee Feb. 18, 1960 Do. 
664-14__.... Dec. 14, 1959 BPO. Wee WOO bvatddds ccdacadeetiatasencdeade Jan. 5,1960 Do 
ee oe el Ee SO a ee ee ee ee eee Mar, 1, 1960 Do. 
Dec. 22, on) hee ee ee .-| Pending. 
(As of May 2, 1960 Eximbank is awaiting | 
FIL wee information on foreign buyer from 
exporter.) 
Fn oe Sf UP ee ee, ee oes ees ee Feb. 9,1960 | Approved. 








Senator Monroney. I hold here a letter from an e: pect in which 
the loan was declined. He makes no objection to the declining of the 
loan. Hesaid it was perfectly within the ability of the Export-Import 
Bank to do. But the loan was applied for on August 16, 1959, and it 
was finally denied on April 4, 1960. It was for about $3,164, 569, an 
application for financing purchase of textile machinery from the Con- 
solidated Textile Mills. It certainly seems to me that you could have 
reached a decision to tell him he could either have the money or not ina 
shorter length of time than that. This is what the exporters have 
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given to the staff. They grant you the right to turn them down, but 
they don’t want to be denied seeking other financing while they are 
waiting for bank action. 

Mr. Waveu. May I ask just one question? The country to which 
this equipment was to be shipped ? 

Senator Monroney. The Philippines. 

Mr. Waveu. Yes. I would like to use this as a concrete case. In 
the Philippines we received some $50 million of applications for the 
sale of textile machinery. We realized that $50 million for the sale 
of textile machinery was disproportionate. So what we did was to 
employ a textile expert at our expense to make a study of the Philip- 
pine textile problem. After that, we sent the assistant manager of 
our own department to the Philippines. He spent 2 weeks with the 
technical men in the Embassy at the Philippines studying the entire 
textile problem. 

As a result of the studies that were made, we were able to reduce 
the applications, because of the fact that we felt that $50 million was 
far more than the Philippines should have to make a well-balanced 
textile industry. 

We have made several millions of dollars loans to the textile industry 
in the Philippines. A number of loans, and different companies 
received different amounts in connection with the applications applied 
for. 

Now, the fact of the matter is the delay in the handling of this 
application was due to the fact we were trying to work out for this 
textile man, who I do not know personally, and all of the other textile 
salesmen in this country, manufacturers in this country rather than 
salesmen, a concrete, sensible plan for the selling of textile machinery 
to the Philippines that would give them a balanced industry, and at 
the same time would not overload them with dollar repayments. 

Now, frankly, we were trying to help this man. It is always simple 
to say “No,” to start with. We were trying to help this man. I do 
not know whether he received a portion of this financing or not. But 
there were at least a dozen or more textile manufacturers in this 
country that received orders from the overall study of the picture. 

I am rather proud of the study we made, and I would be glad to 
give to you in concrete form as to how it was developed, how we passed 
on it, and it does take time to do that, sir. 

Senator Monroney. I am sure it does. But in the meantime this 
gentleman here has said the applicant has already received confirma- 
tion from Switzerland that they will provide the necessary financing 
for this project. So you are not operating in a vacuum as you delay 
this. If you are going to turn the loan down, I think you are to be 
complimented, if you don’t think it isa good loan. But I don’t think 
that these exporters who seek to do business with us should have to 
wait 6 months for a final answer. 

Mr. Wavuen. I would like to read you the letters that we have re- 
ceived from the textile business of this country as a result of the com- 
prehensive study that our bank made on the textile sales that were 
made to the Philippines, which, as you know and I know, has a limited 
dollar repayment ability. 

Senator Monroney. That is right. 
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. Waueu. But our problem wasn’t to turn it down; it is always 
as 4 turn it down, The difficulty is we are trying to help these 
textile people by getting a well-rounded sales plan in the Philippines. 

Senator Monroney. That might be fine, but while you are doing 
that, why, you might as well turn it down, because they are going to 
have to make dollar payments or convertible currency payments for 
Swiss goods or German goods. You are not going to limit the pur- 
chase of this equipment “by unilateral action of the E xport-Import 
Bank. If they want to put in a cotton mill they are going to get it 
someplace else. What I am saying is if this situation looks di angerous 
you ought to turn them down and let them go hunt for some other 
financing. 

Mr. Waven. It wasn’t the fact that it was dangerous, it is the fact 
that we did make several million dollars of these textile machinery 
loans. Now, incidentally, you are on a question that is a very delicate 
question in this country, because of the textile business in this country. 
We have been criticized for making any textile credits throughout 

Senator Pastore. Mr. Monroney, it is true. I am going ‘to take it 
up from there, because I was the chairman of the subcommittee on 
the textile investigation, and I think the whole world is overproducing 
in textiles. I want to applaud the Export-Import Bank for the atti- 
tude it took in that regard, because that is precisely our trouble in this 
country. 

These people are building up these big plants, overexpanding beyond 
their capacity, in the hope they are going to sell to American consumers, 
and of course we find out that they can’t even pay for the equipment, 
let alone the deprivation of American jobs in the textile industry. I 
am very, very much interested in this report, and I should like to 
have it spread on the record. 

Senator Scorr. Would the chairman yield for further observations, 
that the textile mills abroad are often furnished with machinery far 
superior to that in America, which results in increasing the strength 
of their competitive position. Isn’t that a fact? 

Senator Pasrore. That is a 

Senator Scorr. I have seen some of those mills in Japan and in 
Aine, they are better than ours. 

Senator Monroney. The point I am trying to make is this: I would 
like to have the applications of the last year, when they were made and 
when they were acted on, to try to ascertain something of the period 
of time. I am not interested whether it is automobiles, textiles, or 
airplanes, or anything else. I would like to know how fast we are 
going to serve these requests. If they get a negative answer, that is 
all right. If this is not a good loan, we ought not take it. But cer- 
tainly we ought to be able to tell these people 7 yes or no in shorter time 
than that of which the committee staff has been advised. 

Senator Pastore. In this particular case it became necessary to 
even go to the Philippines to find out whether the demand was exces- 
sive. As a matter of fact, the demand was excessive, they didn’t 
want to extend the credit to the tune of $50 million, and they extended 
less. I think all that ought to be taken into consideration as to 
whether the time lapse was short, reasonable, or longer. All I want to 
do is have the chairman spread this on our recor d, “furnish us a copy 
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of the investigation, so we can determine the judiciousness on the 
part of the Export-Import Bank, that is important too. Anybody 
can make a fast loan, anybody can make a fast denial. 

The question is: Has it been done in a judicious manner? That is 
the important question here. Because it involves the question of 
textiles, 1 am very much interested, although when it comes to oil I 
will tell you that very frankly, I pass that on to Mr. Monroney. 

Senator Scuorrret. Do you know how long it took to make that 
investigation before you started to move forward ? 

Mr. Wicwes. I didn’t understand your question, Senator. 

Senator ScucrerreL. You said you wanted to make an investiga- 
tion to ascertain whether the $50 million, the way I understand it, 
would be overreaching or whether it was necessary or proper or what- 
ever you might consider. You said you wanted to make an investiga- 
tion, and you did make that. How long did it take you to do it? 

Mr. Waveu. I assume in this case it took, as he said, from the date 
of this application, August until April. 

Senator ScHorpren. August until April? 

Mr. Waveu. Yes. 

Senator Scuorrrer. That will be shown in the report that the 
chairman has asked for ? 

Mr. Waveu. Yes. I would like the permission of the chairman, 
however, in making this report, to eliminate the names of the bor- 
rowers and the amounts. 

Senator Pasrorr. Yes. 

Mr. Wavueu. What you are more interested in is the study that was 
made. 

Senator Pastore. That is right, use your own discretion with re- 
gard to that. 

Mr. Waveu. I would like to state to Senator Monroney : To merely 
put the date of the application and the date it was approved or denied, 
without any reason as to what has been done in the interim, leaves a 
void there. In other words, we just don’t hold these. There are dif- 
ferent investigations made for different loans. 

Senator Pastore. You do it the way you think it should be done, 
and if it isn’t done the way Mr. Monroney wants it done, I know he 
will bring you to account for it. [Laughter. | 

Mr. Waveu. I have no doubt in that respect, myself. [ Laughter. | 

(The following was subsequently received from the Export-Import 
Bank for the record :) 


Under date of April 14, 1960, a letter was written to the Secretary of Com- 
merce outlining in some detail the story of how the Export-Import Bank handled 
the Philippine textile credits. It is hoped that this letter, which is quoted in 
full below, will give the information desired. 

Aprit 14, 1960. 
Hon. FREDERICK H. MUELLER, 
Secretary of Commerce, 
Washington, D.C. 


Deak Fritz: The interest you expressed in Eximbank’s financing of export 
sales of textile manufacturing equipment to the Philippines prompts nie to out- 
line the various considerations which resulted in the Bank’s recent credits in 
this field. 

The Bank for some time has been providing financing in appropriate cases for 
sales from the United States to the Philippines of general industrial equipment. 
In so doing it has based its actions upon those considerations which have gen- 
eral application to Eximbank lending. These include such questions as the 
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payments position of the importing country, the creditworthiness of the foreign. 
borrower, and the contribution a particular transaction is likely to make to im- 
provement of economic conditions in the importing country and to expansion of 
U.S. trade with that country. 

Until comparatively recently such transactions as may have involved exports 
of textile manufacturing machinery to the Philippines presented no problems 
materially different from those which attended financing of other types of in- 
dustrial equipment. However, a little more than a year ago, apparently in 
response to emphasis given in the Philippine Government’s economic develop- 
ment program to expansion of textile production, a comparatively large number 
of business firms in that country applied to the U.S. Government for dollar 
eredits to finance purchase and installation of textile manufacturing equipment. 

Simultaneously, the many textile machinery manufacturers in the United 
States interceded with the Bank on behalf of the Philippine buyers of their 
equipment. Eximbank was presented with requests for financing such pur- 
chases to the total amount of nearly $50 million. The magnitude of this re- 
quested financing in itself presented a special problem but more importantly the 
economics of the industry for which it was requested and the possible impact of 
that industry’s expansion upon the U.S. textile industry were recognized as 
requiring particular attention in the Bank’s treatment of the matter. 

To assure that all facets of the problem were adequately considered and 
dealt with, the Bank not only devoted the attention of its own staff but sought 
the counsel of other qualified technicians both within and outside of the Gov- 
ernment. The International Cooperation Administration had already employed 
a textile consultant on a full-time basis to provide technical advice and assist- 
ance to the Philippine National Economic Council in connection with the textile 
phase of its economic development program. Regular reports which the consult- 
ant prepared on the industry and which dealt with production targets and 
equipment needs of individual firms were made available to the Bank. 

In addition, in individual cases where special advice was required, ad hoc 
reports on the particular firm and problem involved were obtained from the 
Embassy, the USOM and the textile consultant. Further objective and qualified 
counsel on the subject was sought by the Bank’s contracting at its own expense 
the services of Werner Textile Consultants of New York to advise on the matter 
of markets for the end products to be produced by the equipment for which 
financing was requested. Finally, the Bank, in January of this year, had a 
member of its own staff visit the Philippines for an on-the-spot review of the 
textile situation, including consultations with the applicants and with inter- 
ested U.S. and Philippine officials. 

An important objective of these studies was to fix what were considered as 
reasonable goals of a program in which Eximbank might participate. It was 
concluded that the Bank might reasonably assist in a program to purchase 
equipment which would produce a volume of output comparable with the volume 
of textile imports into the Philippines during a recent representative period. 
The period selected was the 5 years 1951 to 1955 and the volume of product 
was calculated at approximately 4 pounds of textile products per capita an- 
nually. According to the Bank’s consultants this compares with a consumption 
of about 5 pounds for Korea and 6 pounds for Taiwan. The objective of the 
program in which the Bank is participating is thus limited to attainment of 
self-sufficiency in textile production for the Philippines. It seems clear there- 
fore that the possibility of the Bank’s financing resulting in the Philippines 
developing an export surplus of textiles or of offering serious competition in 
the U.S. domestic textile market is remote to say the least. 

In its consideration of the problem the Bank also gave attention to the pos- 
sible impact of its equipment financing upon the Philippines as a market for 
U.S. textile products. In this connection it was noted that imports of textile 
yarns, fabrics, and made-up articles into the Philippines have declined markedly 
in recent years. However, it was also noted that the bulk of the raw cotton 
going into the manufacture of textiles in the Philippines has been imported 
from the United States. 

Furthermore, it was emphasized to the Bank’s representative during his visit 
to the Philippines in January 1960 by mill owners, U.S. Embassy personnel and 
representatives of U.S. equipment manufacturers not only that the competition 
of Japanese and European equipment suppliers was intense but that financing 
of purchases from these sources was readily available. The industry itself and 
the Philippine authorities had determined that a certain equipment program 
would be accomplished and the means of its accomplishment were available 
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from non-U.S. sources. It is obvious therefore that Eximbank financing, 
whether granted or withheld, would have absolutely no influence upon the trend 
in Philippine imports of textile products. 

In treating the individual applications for financing the Bank staff and con- 
Sultants first converted the overall production goal of 4 pounds of product per 
capita per annum into total equipment requirements of approximately 500,000 
spindles and 11,000 looms. In January 1960 there were already in operation 
in the Philippines about 273,000 spindles and 5,600 looms with an additional 
164,000 spindles and 4,800 looms on order or in process of erection. If all the 
nearly $50 million of applications pending with the Bank were approved, the 
number of spindles and looms in the Philippines would, of course, far exceed the 
aforementioned targets. However, applications for about $27 million were 
found ineligible for financing for various reasons and of the remainder, the 
Bank concluded a number representing more than $9 million should be denied 
on various grounds. 

After consultation with and approval by the five members of the National 
Advisory Council, the Bank finally authorized the financing of about $7.2 million 
of textile equipment purchases. In certain cases the amounts approved repre- 
sented substantial reductions from the amounts originally requested. The 
equipment to which this financing related consisted of 21,000 spindles, 736 looms 
and a quantity of ancillary spinning, weaving and finishing machinery. In each 
of the cases for which financing was approved the Bank satisfied itself that the 
equipment financed was appropriate to the end products proposed to be manu- 
factured, that it would contribute to a balanced mill operation or otherwise 
make for increased productive efficiency in the mill in which it would be in- 
stalled, and that the level of output resulting from its use would be within 
the overall targets for the Philippines as mentioned above. 

In closing, I should like to emphasize that the Bank is continuing its en- 
deavors to keep abreast of current developments in the textile and other in- 
dustrial equipment industries which might affect or be affected by the Bank’s 
activities. I refer particularly in this connection to the present Tariff Commis- 
sion inquiries under section 22 of the Agricultural Adjustment Act relative to 
the impact of cotton textile imports into the United States upon the U.S. textile 
industry. It is our hope and purpose in pursuing these endeavors that through 
our financing activities we may contribute to an expanded U.S. export trade 
in such a way as to avoid injury or unfavorable impact, however indirect, upon 
any member of the business community. 

Very sincerely, 
SAMUEL C. WaAuGH, President. 

Senator Encie. May I ask a question, Mr. Chairman / 

Senator Pastore. Yes. 

May I yield to Mr. Scott first ? 

Senator Scorr. Mr. Waugh, I have asked permission to ask you 
four questions, as I must leave for another meeting. In a recent trip 
to Asia, a great many American commercial attachés complain that 
they lost sales abroad because the Export-Import Bank is slow in 
taking action on the loan applications, as Mr. Monroney has brought 
out, and I am delighted that you have had a chance to explain what 
is involved in some of these matters. But my questions pertain to 
something else. 

First, apart from the merits of expanding our credit and guarantee 
facilities, can the present system of processing and investigating loan 
applications be improved ? 

Mr. Waven. That is the next point I would like to make, if you 
will let me finish my statement. I think I can cover that in the 
statement. 

Senator Scorr. I will wait for you to cover it. 

Would you mind repeating how many exporter credit loan applica- 
tions you received in 1958 and 1959? 

Mr. Waveu. I do not have it before me. I have the total number 
of applications, of credits that we granted in 1957, 1958, and 1959. 
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Senator Scorr. Could you supply the committee with the number 
of exporter credit loan applications you received, as well 4 

Mr. Waveu. Yes, sir. 

Senator Scorr. Total number. 

Mr. Waueu. They are in our annual statement—not the applica- 
tions. 

Senator Scorr. Would you supply it for the record ? 

Mr. Wavueu. Yes. 

(The following material was subsequently received from the Ex- 
port-Import Bank for the record :) 


Number of exporter credit applications requested, and number authorized, in 
the calendar years 1957, 1958, and 1959 





l | 
| 7 | 3 
| Number of Number of 

Year | applications | credits 


authorized 
sagen — ~ —— $$ $_______— | eer taial ———— 
1957 . - 180 | 120 
1958 5 soa niabtbees 213 178 
1959 -- -- -< - — - | 91 82 








Senator Scorr. My third question is: How many people do you have 
in Washington for investigating and processing export loans ? 

Mr. Waven. We have a total staff of 226 people, of which 225 people 
are in Washington. We havea man in India. That includes our entire 
staff, of which we have about 100 professionals and the rest are clerical 
people. 

Senator Scorr. That tends to answer my fourth question, which 
turned on whether or not the Bank had regional examiners to speed 
up the processing of export loans, and since I gather you don’t have 
regional examiners abroad 

Mr. Waven. No, sir. 

Senator Scorr. In your opinion, would this be desirable ? 

Mr. Waveu. I doubt if you can extend credit in the field. I think 
the final responsibility must be at the home office in Washington, D.C. 
The investigations can be and when necessary are made abr oad, and we 
do work through the Embassies to the extent ‘possible. 

Senator Scorr. Is there in your opinion any way by which you 
could so revise your procedures: as to expedite information on applica- 
tions through our commercial attachés abroad ¢ 

Mr. Waveu. I think probably one of the causes for delay is the 
time it takes—and I am choosing my words carefully now—the time 
it takes to clear some of these applications with the Embassies abroad. 
In other words, when we have applications for loans we usually cable 
the Embassy and ask for information. The delays vary, of course, 
and that is one item we are going to try to improve upon—to reduce 
that particular delay. And if we can get the desired cooperation from 
the private banks in connection with this second plan that I am going 
to mention to you—we should be able to expedite our procedure. 

The American Bankers Association through one of its committees, 
has suggested that possibly the Government should go out of the 
banking | business. 

In answer we have suggested that possibly they were correct but 
asked if they were in a position to make the foreign credits. This is 
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going to be an opportunity to determine whether the commercial 
banks are going to be more interested in these medium-term credits, 

Senator Scorr. Finally, I take it, from the care with which you 
phrased your answer, that you would have no objection if the Embas- 
sies abroad and their attachés, themselves, expedited the return of 
information to your agency ? 

Mr. Wavuen. That isa diplomatic answer. 

Senator Scorr. Thank you, Mr. Chairman. 

Senator Pasrorr. The staff has prepared a question along that line, 
and I should like to submit it to you. I would like you “to give us 
an outline—if not now, later for the record—of what you propose to 
do to ameliorate this situation. The question is this: The United 
Kingdom’s Export Credits Guarantee Department has the use of U.K. 
trade commissioners and their suboffices scattered throughout many 
countries of the world in acquiring credit information and keeping 
it up to date. Eximbank has no such facility, but must rely in the 
main on information furnished by U.S. exporters and commercial 
banks. Should the United States institute such a system of trade com- 
missioners ? 

Don’t answer it too fast if you want some time to think about it. 

Mr. Wavueu. No. I think I can answer because of the fact that 
the export credit insurance plan of England has been operating some 
4) years, and has been gathering information from their own ex- 
porters and from their own trade commissioners for that period of 
time. Contrary to the statement, we have in the last 5 years been 
accumulating the same type of information within our own office and 
have set up a special department to handle this particular business; 
but it takes time to accumulate the credit information. Where we get 
the credit information, we can approximately, as fast as they can, 
pass on the credit. It is a matter of accumulating these credit files 
over a term of years. But better than that, we believe that we could 
work through the private banks, which have many branches in other 
areas, and if they would carry a portion of these credits, we could 
rely on the credit studies made by the private banks. 

he situation here is a little different from England, because the 
head office of their credit organization is never over 100 miles from : any 
one of their banks or any one of their manufacturers or exporters, 
whereas we have some 14,000 banks throughout the United States 
scattered over a very large area. 

I do think that we can get better cooperation through the Embassies, 
and we are striving to do that. 

Senator Pastore. One final question, and then we would ask you 
to proceed with the statement. You have pointed out the fact that we 
have so many commercial banks throughout the world. Now, in in- 
vestigating these loans, is there any element of duplication? In other 
words, when you are asked to make a guarantee and a private bank, 
a commercial bank, has already received the application and is w illing 
to make the loan, it is only a question of getting the guarantee. Do 
you go through the process of making a reinvestigation as to the credit 
or do you accept the credit rating already instituted by the bank? 

Mr. Waveu. Our plan is to accept the credit rating approved by 
the bank. 

Senator Pastore. You say “our plan is.” Is that your practice 
now ? 
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Mr. Wavueu. If they will take a percentage of the loan for their 
own account and risk, yes? 

Senator Pastore. I see. In other words, where a commercial bank 
comes into play, and it is only a question of extending a guarantee 
to that loan or credit, that you accept their investigation of it? 

Mr. Waveu. Mr. Arey ? 

Mr. Arry. We don’t quite understand, Senator. If the commer- 
cial bank is asking us for a full guarantee, it is because that bank is 
not prepared to accept the—to act on the credit of the foreign buyer. 
We are taking the position that if a commercial bank will take a part 
of this loan at its own risk, then we will take the balance or guarantee 
the balance. But if it asks for a guarantee, it is not prepared to 
assume any risk other than the guarantee of the U.S. Government, 
it does not indicate to us anything favorable with respect to the 
buyer abroad. 

Senator Pastore. The reason why I am asking the question is this: 
You see, these questions have raised a strong implication that there 
is a tremendous delay in extending these guarantees and that some 
business people are irked over it. We had the situation here brought 
out by Mr. Monroney with relation to the selling of this drilling 
equipment for oil. Why should it take so long, inasmuch as these 
people only wanted a guarantee as to the political risk involved? 
Now, in a case of that kind, how far do you go in investigation in 
order to insure yourself that’ you are doing the ‘Tight thing ? 

Mr. Arey. In the political risk type, Senator, we have been asked 
for a political risk guarantee in only about three or four cases. In 
every case we have given very prompt answers because we didn’t have 
to look into the credit aspect at all. 

Senator Pasrore. When you say “very prompt answers,” what do 
you mean ? 

Mr. Arey. In connection with the last request for a political risk 


guarantee we gave a reply to a bank in 2 days after it was put up 
to us. 


Senator Pastore. Two days after? 

Mr. Arey. Yes. 

Senator Pastore. All right; you may proceed. 

Mr. Waveu. Some of these comments that I am to make in m 
statement have already been covered, I think, in the questions, but 
presume for the record I had better go right on through the state- 
ment. 

Senator Pastore. No; we can have it all inserted in the record in 
its entirety and then you can emphasize the points that you think 
you should, and then we can open it up to questions, 

Mr. Waven. The Bank is aware of generalized statements to the 
effect that it is slow in handling requests of exporters of single trans- 
actions. We can assure the committee that we understand fully the 
concern of exporters and the importance of acting promptly in ‘clos- 
ing sales abroad. We are continually reviewing our procedures and 
are taking steps to eliminate any unnecessary delays. 

It should be pointed out, however, that much of the delay charged 
to the Bank results from the fact that some exporters fail to furnish 
to the Bank sufficient basic information concerning the transactions 
and the customer abroad to permit a judgment to be reached or a 
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satisfactory investigation to be undertaken regarding the credit of 
the buyer. In this respect we have urged the exporters to obtain 
the assistance of their commercial banks in supplying credit data. 
Also, exporters have been encouraged to supply the names of their 
regular dealers abroad in order that we may assemble information 
in anticipation of a later request from the exporter for assistance 
in making a specific sale. 

It does not take the Eximbank long to act once it has the required 
data. Too often the exporter judges the time from the date of his 
initial inquiry rather than from the date that all information has 
been supplied by him or assembled by the Bank. 

Over the last 5 years the Bank has been assembling information 
and maintaining credit files on foreign buyers. As a “result, it has 
been possible in an increasing number of cases to inform an ex- 
porter that it is not necessary to supply any credit information when 
he approaches the Bank in connection with a prospective sale. 

Following is the second important innovation to be offered. And 
this is the one we have discussed in the last few minutes. ‘To speed 
up the processing of requests for credits Eximbank announced on 
March 17 that it will participate in the financing of medium-term 
transactions in sole reliance upon the credit judgment of a U.S. com- 
mercial bank in either of the following circumstances: 

1. Whenever a commercial bank is prepared to finance, for its own 
account and without recourse on the exporter, the first three or four 
installments of credits having final maturities not in excess of 3 or 
5 years, respectively, Eximbank will finance the remaining install- 
ments. 

2. If the exporter and a commercial bank will participate in each 
of the installments, the exporter to the extent of 15 percent of the 
invoice value and the commercial bank to the extent of 10 percent of 
the invoice value, for its own account and without recourse on the 
exporter, Eximbank will finance 55 percent of the invoice value of 
the export. 

In each of the foregoing transactions, the foreign buyer must 
have paid at least 20 percent of the invoice value by the time of de- 
livery. If the buyer’s payment is increased, proportion: ite reduc- 
tions will be made in the amounts carried by the participants. 

Transactions must be in markets mutually acceptable to the com- 
mercial bank and Eximbank and must meet the usual requirements of 
Eximbank with respect to terms. The advantage to the exporter of 
such a procedure lies in the fact that he does not have to supply any 
information to Eximbank. His negotiations will be solely with his 
own commercial bank which will determine the credit worthiness of 
the private buyer abroad. 

We are pleased to announce that the first of such transactions was 
presented to Eximbank by a commercial bank on April 14, and was 
approved by our Board of Directors the following day, April 15. 
The amount of the export sale is approximately $45,000. Of this 
amount the buyer will pay 20 percent, or $9,000. The expor‘er will 
participate to the extent of $6,800. The commercial bank will carry 
for its own risk and without recourse on the exporter, 10 percent 
of the invoice value, or $4,500. Eximbank will finance, without re- 
course on the exporter, 55 percent of the invoice value, or $24,900. 
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It is quite understandable that a U.S. exporter often judges the 
effectiveness of Eximbank’s facilities by the number of credits which 
that particular exporter has been able to arrange. Such credits 
extended at the request of the individual exporter are of great signifi- 
cance and constitute an important part of the Bank’s activities. They 
are not, however, the full measure of the assistance made available 
by Eximbank to our export trade or to the individual exporter. In 
many instances the U.S. exporter is unaware that his sales have been 
made possible as a result of credits from Eximbank. This indirect 
assistance takes a variety of forms. 

One of the most important forms of assistance to U.S. trade is 
the development abroad of those resources which can find a ready 
market in the United States and thus create for our potential cus- 
tomers a new and additional source of dollar exchange for future 
purchases of U.S. products. 

An excellent example of such a development credit is that extended 
by Eximbank to the Southern Peru Copper Corp., a private company 
engaged in the development of a major new source of copper at To- 
quepala, in Peru. It was opened month before last, and [ was down 
for the opening. The Bank has extended credits totaling $115 million 
to this project. An equal amount has been provided as equity and 
loan capital by four U.S. companies which constitute the stock- 
holders of the Southern Peru Copper Corp. All of the $115 million 
loan by Eximbank was used for the purchase of U.S. equipment 
necessary for the installation of facilities for the development of 
this ore body. The copper from this area is sold in world markets, 
and Peru will, for years to come, obtain additional dollar revenue, 
much of which may be used for the future purchase of a wide variety 
of U.S. products. 

I asked the manager of this mine how many orders, different orders, 
he placed with different U.S. firms, and he said 300. I asked him if 
he would make a record of the orders placed with various firms and 
he sent me a letter and said instead of 300 he had placed orders with 
1,351 U.S. individual firms. 

The Bank also participated with private United States and Bra- 
zilian interests in the development of a large manganese deposit 
north of the Amazon River in the state of Amapa, Brazil. Ship- 
ments of this important material to U.S. industry will provide sub- 
stantial amounts of foreign exchange to Brazil far in excess of the 
original credit for U.S. equipment extended by Eximbank. 

A credit in the amount of $77.5 million to finance U.S. equipment 
and services for the construction of a steel mill in Chile resulted in 
orders being placed with 1,400 U.S. firms. Since we have done this 
financing, this particular steel mill—and this is indicated in our 
annual report to the Congress—has placed 8,194 orders with 900 
different suppliers in the United States, for a total of $119.5 million. 
In other words, they have spent out of their own funds $2 in the 
United States for every dollar the Export-Import Bank has loaned. 

Furthermore, the operation of this plant has resulted in the pur- 
chase in the United States annually, for the past 10 years, of more 
than $7.5 million of parts, supplies, and services. 

Eximbank has extended credits to the central banks of other coun- 
tries to meet temporary exchange difficulties or to assist those coun- 
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tries to establish their financial and exchange positions. That has 
been of tremendous help to U.S. exporters. These credits have been 
utilized for the purchase of U.S. materials, equipment, and services, 
and have prevented, or at least eased, what otherwise would have been 
serious disruptions of trade with the United States. Assistance of 
this type was extended to several countries in Latin America at the 
time of the decline in the world price of their basic exports, to the 
United Kingdom in the form of a standby credit at the time of the 
Suez crisis, and to France through the temporary extension of pay- 
ments at the time of their financial difficulties. These credits served 
well the interest of U.S. exporters. The committee will be interested 
to know that on many of these credits repayments have been received 
well in advance of maturity. 

Two years ago Eximbank extended a credit to assist the Government 
of India to finance its dollar exchange requirements in connection with 
its present 5-year program for the development of the resources of 
that great subcontinent. All of that credit of $150 million is being 
used for the sole purpose of making purchases in the United States. 

In many instances the financing by Eximbank of a single export 
order results in profitable business for many U.S. manufacturers who 
participate in that order without being aware that it was made pos- 
sible by the credit from Eximbank. 

From information furnished us by the Lockheed Aircraft Corp., 
the following occurs when Eximbank agrees to assist in financing 
the sale of a single plane costing $2 million. Of that amount, the 
Lockheed Corp., will receive but $894,000, or 45 percent of the cost of 
the plane, which will go to cover materials, services, and expenses. 
The balance, representing 55 percent of the cost of the plane, will be 
divided among 2,000 U.S. firms throughout 38 States. Orders 
amounting to $516,000, or 26 percent of the total, will be placed with 
the principal subcontractors. Orders representing $590,000, or 29 
percent of the total amount, will be placed with small businesses, each 
of which employs less than 500 people. 

A credit of $1.2 million was authorized in favor of a company in 
Kansas City to finance the construction of grain storage facilities in 
Brazil. That credit resulted in orders to 29 factories with 80,000 
employees in 16 States. 

Thus, the extension of credit to a single company generally results 
in additional business for many companies, both large and small. 
The benefits of foreign trade are reflected in the payrolls of many not 
directly engaged in that phase of our economy. 

We believe that the facilities offered by the Export-Import Bank 
in support of our foreign trade generally are at least the equal of, 
and frequently are superior to, those provided by the agencies of any 
other country. This is not to say that Eximbank can, or should, 
meet any offer of credit at any time and in any market. The trading 
position of certain European countries may, in a particular area, per- 
mit the extension of credit beyond the point that it should be ex- 
tended from the United States. 

The British in a given instance, for example, may be able to finance 
into a certain market because they can take more of the products of 
that country in payment for their goods. The products offered to the 
British may be the same as those which are in surplus supply in the 
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United States. Accordingly, our trade with that particular area must 
be limited to its supply of convertible currency. 

We are of the fam opinion that the United States will not obtain 
a true increase in our foreign trade, nor will we long improve the 
position of our international payments by extending credits without 
regard to the ability of our buyers to repay. No useful purpose will be 
served if, in our desire to make a sale today, we oversell any buyer or 
any market. And in expressing this opinion we are not adopting a 
negative attitude toward the desired objective. 

During the past 26 years the Export-Import Bank has adapted its 

rocedures to widely varying conditions of international trade, includ- 
ing a worldwide economic depression, a world war, and a period of 
reconstruction and economic development. It is our desire to be flex- 
ible and at the same time carry out the mandate of the Congress as 
stated at the outset of this statement. 

In the future, as in the past, it will be the primary purpose of the 
Export-Import Bank to improve the quality and effectiveness of its 
assistance to the individual exporter, to cooperate and not compete 
with private capital, and to assist in the sound development of expand- 
ing world markets for the products of our factories and farms. 

To conclude, we at the Export-Import Bank are in complete agree- 
ment with the concluding paragraph on page 21 of the April 25, 1960, 


interim report prepared by the special staff of your committee, which 
reads as follows: 


8. Finally, executives administering the program must keep in mind that while 
its aim is to assist our exporters, administering it too loosely could result in an 
“international credit war” to the detriment both of ourselves and our competitors. 
To prevent this these officials must cooperate as fully as possible through such 
instrumentalities as the Berne Union with officials of other nations adminis- 
tering comparable schemes. 

Senator Pastore. Senator Monroney ? 

Senator Monroney. Mr. Waugh, I think you are aware of the fact 
that the staff compliments the Export-Import Bank on its long-term 
financing of development or project loans. This has historically been 
a field in which the Ruport-Euiaoet Bank, since my first association 
with it in 1940 on the House Banking and Currency Committee, has 
done a good job. I am well aware that this Lockheed plane will create 
a lot of little business, just the same as it creates a lot of little business 
if American Airlines or Eastern buy that plane. 

But the aspect I think that the staff has been critical of, and many 
of us who have studied this have been critical of, is on the extraordi- 
nary business for the little suppliers in the selling of American prod- 
ucts. Apart from your banking function of long-term loans, we feel 
that the Bank hasn’t been vigorous enough, and I believe the staff 
study indicates they feel that also, on developing new programs that 
will be more competitive with other exporting nations. 

We raised this, as you are well aware, when we had the hearing on 
the Fulbright bill, S. 1349, on February 3, 1958. At that time the 
feeling was expressed that insurance against the political risk and 
against the catastrophic should supplement commercial lending. It 
wasn’t to fupplsnt it. It was to open a new field for commercial 
guarantees of credits as insurance underwriters. 
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Now, on the banking facilities, you have plowed forward, but on 
the insurance function, which you said at that time you could assume, 
I find very little progress over a 2-year period. 

Mr. Waven. Well, Senator, my only explanation of that is we 
haven’t discouraged these applications; they just haven’t come to us, 
We have made it known that it is available, one; and two, we have 
felt that the commercial banks—and now I am going back to the 
short-term credits, wherein the political risk we are discussing—have 
done a sensational job of taking care of credits up to 180 days. We 
have always felt that we were complying with the mandate of the 
Senate Banking and Currency Committee and the Congress in not 
competing but is endeavoring to supplement that. 

Senator Monroney. On the competing part, I don’t think you write 
any catastrophe risk, which is against earthquake, fire, things of that 
kind. Yet there seems to be a demand from commercial facilities. 
They would like to be able to buy that. This is a risk that could be 
spread over worldwide chances with very little likelihood of losing 
anything. This gives an umbrella of the sort that private industry 
cannot take on normal credit insurance. 

This is what the little exporter wants, I feel, and something that 
we haven’t yet been able to develop in this country. 

Mr. Waven. I am going to ask Mr. Arey to answer, please, Senator. 

Mr. Arey. Senator, we have just now offered this political risk cov- 
erage in the short term, under 180 days. I recall very well your rais- 
ing this question at the last time we were before the Banking and 
Currency Committee, and I believe the Senator suggested thaf in the 
medium-term field, if we were offering it, we were probably offering 
it at too high a rate and it wasn’t being used. 

We announced a year ago that we would offer it in the medium-term 
field for as low as one-half of 1 percent, which shocked some of the 
members of the Berne Union somewhat. Now, it may be that even 
on that basis, the basis we were offering it, it wasn’t as attractive, 
because there were certain risks that we were not including. We are 
now prepared to cover all of the political risks on this medium term, 
still at an extremely low rate. 

Senator, in this period of tight money exporters wanted more than 
just the political risk coverage. Every application that has come to 
us for political risk coverage has been approved. There have been 
only about four of them that have come to us and they have all been 
approved. Nearly all of the other applicants wanted the financing 
from us as in this medium-term field. 

Now, as I say, we are attempting to broaden the political risk 
coverage in the medium-term field, still at a low rate, with the very 
thought that you have in mind, that it may encourage more financing 
from the private market. 

Senator Monroney. This is what I think this could lead to. 

Now, in page 8 of your statement you mention: 


Accordingly, our trade in that particular area must be limited to its supply 
of convertible currencies. 


Do you now accept repayment in convertible currencies as well as dol- 
lars? 

Mr. Arry. Well, no; but as long as these other currencies are con- 
vertible, the buyers abroad can convert them into dollars and pay us. 
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For a long time we could sell only against the amount of dollars that 
they had, because the other currencies were not convertible. The main 
currencies are convertible. 

Senator Monroney. Are you still going to make the importer sup- 
ply the dollar exchange in his own country, or are you going to let 
him take the convertible currency and you can cash it in in New York 
on the fixed rates there? 

Mr. Arry. No, Senator. Sales will be made denominated in U.S. 
dollars, because the buyer abroad should assume the responsibility 
of the devaluation of his own exchange and that sort of risk. The 
buyer agrees that he will make enough local currency available at the 
due date to equal the U.S. dollars required for payment. 

Senator Monroney. That is all right, if it is denominated. But 
what I am wondering is must there be a definite dollar transfer to you, 
or can you accept pound sterling or French francs or deutsche marks 
and then cash them in in New York? 

Mr. Arey. Under today’s situation that would be possible. 

Senator Monronry. Why do we require it in dollars ? 

Mr. Arey. You mean sell for dollars ? 

Senator Monroney. No, we sell for dollars, that is all right. But 
the currency is freely convertible on the world market. Why can’t 
you accept these other currencies and cash them in? The minute you 
turn them in to New York you can have the dollar equivalent. You 
make it a little easier. The country may be short of dollars, it may 
have good pound sterling or good deutsche marks or kroner, or some- 
thing else. Why can’t you take that from that country and cash 
them ? 

Mr. Arry. We wouldn’t refuse to do such a thing. 

Senator Monroney. Do you doit? 

Mr. Arey. No, because if they have convertible currencies, their 
banks always convert and they pay in dollars. 


Senator Pastore. You mean where the currency is convertible in 
that country ? 


Mr. Wavuau. That is correct. 

Senator Monroney. Isn’t there a time when there may be a drain 
on the dollars in that particular country and where they may have a 
surplus of freely convertible currencies in other countries, that you 
can accept payment in the freely convertible currencies, and the 
minute it gets here convert it to dollars ? 

Mr. Arey. Yes, we could, but it is just as easy for them to convert 
it and credit it to one of our U.S. banks in dollars. 

Mr. Waveu. It is much more simple for us to denominate in dol- 
lars. 

Senator Monroney. I just have a hunch they may have quite a bit 
of convertible currency and a shortage of dollars, and there may be a 
discouragement to pay in dollars at that particular time, when you 
can convert it here. 

Mr. Waveu. If we could convert their currencies, they could too. 

Senator Pastore. Well, is it so, exactly? Now, the question has 
been raised here by Mr. Barnes. You might have a situation in a 
country where American dollars are not available and the importer 
there can’t convert his local currency into American dollars. He 
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would have to pay in his own currency. You might have a situation 
like that ? 

Mr. Arey. If his own currency is not a convertible currency, cer- 
tainly we are assuming that risk, when we guarantee all the risks or 
when we guarantee the political’ risks. I understood Senator Mon- 
roney’s to go to convertible currencies. 

Senator Monroney. It was. 

Mr. Arey. I have never known any persons with convertible cur- 
rencies asking to take those in satisfaction of a dollar obligation, 
because he converts them. 

Senator Monroney. Would you be willing to do so in convertible 
currency ? 

Mr. Arry. I suppose so. 

Senator Monroney. What can you lose? In other words, if you 
make it easier for them to repay and they have freely convertible 
currencies, you can take those without saying “You have to deliver $1 
million, U. S. dollars, to us at the Export- Import Bank.” You can 
say $1 million worth of lira or of pound sterling, and it might help. 
These exporters, some of these people the staff has apparently heard 
from, feel this is an impediment in the way of American trade. The 
Germans and everybody else in the world are perfectly satisfied to 
take U.S. dollars, yet in many countries of the world you are taking 
a discount in dollars when you go through some of these currencies. 

Mr. Arey. In fact, many of those countries for a long time de- 
nominated their sales solely in U.S. dollars and required that the 
money be paid to them in U.S. dollars. Certainly, we would accept 
convertible currencies, I believe, if such a situation arose. But I 
can’t imagine in the practices of trade and the whole world banking 
system that you would find that sort of thing. I think that the situa- 
tion is quite hypothetical that is being raised, but I don’t know. 

Senator Monroney. Some of the people who export seem to think 
it is a factor that helps other countries which can take convertible 
currencies and do. 

Senator Pasrore. You touched on a matter that I don’t want to 
explore too much in detail, but a strong implication was dropped here, 
and I would like to pursue ust for a moment. 

You said that your difficulty wasn’t in applications or processing 
the applications. It had to do with political risks, it was the fact that 
they came to you for overall financing. Has that been the trend be- 
cause of the hard-money policy of this. country, or is there some other 
explanation for it? 

Mr. Arey. In the field of medium-term credit, that is, transactions 
from 180 days up to 5 years—the commercial banks have generally 
assisted the exporter only with full recourse upon the exporter. The 
exporters have come to the Export-Import Bank for this medium- 
term financing because we would assist them to the extent of 85 percent 
of the transactions on a nonrecourse basis. 

Some years ago when interest rates were low and funds available in 
the monetary market, exporters would obtain the financing from their 
own banks with a guarantee from the Export- Import Bank. This 
gave the exporter the equivalent of nonrecourse financing. In the past 
few years the tight-money market has resulted in the banks encourag- 
ing the exporters to come to the Export-Import Bank for the actual 
financing instead of merely a guarantee. 
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It is this facility of ours which enables the exporter to get either 
financing or a guarantee which we believe is superior to that offered 
by the agencies ‘of other countries where the exporter is limited to ob- 
taining a guarantee and must seek financing in the private market re- 
gardless of conditions in that market. 

In the short term field, that is, transactions on terms under 180 days, 
the question of obtaining the necessary financing in the private mar- 
ket has not been as difficult a problem for the exporter. 

Senator Pasrorr. Senator Monroney. 

Senator Monroney. One more question. The Export Bank officials 
have stated that the new programs will not cover devaluation. One 
argument put forward is that this would render the buyer insolvent 
and the exporter would collect under a guarantee of the commercial 
risks. Devaluation does not always cause the buyer to become insolv- 
ent, but it could cause him to default in payment by refusing to pay 
any difference caused by the devaluation. F urthermore, under the 
program for short term ‘political risk guarantees a buyer may not. be 
able to get commercial risk coverage. “Tn view of these facts, might 
Eximbank extend its policies to cover devaluation ? 

Mr. Arey. Under our plan that we will assume all the risks of 
devaluation from the day that the obligation becomes due and the 
buyer puts up his local currency. We are not guaranteeing that the 
currency of another country will not devalue. It is a risk that 
is normally taken into consideration and in most cases there is an 
increase in the prices of the commodities handled by the buyer. We 
have checked with Canadian authorities and some of the others, and 
they tell us that in no case do they know of a loss under any of their 
obligations where they are covering both credit and devaluation, that 
the buyer was unable eventually to make the payment because of the 
local currency, because of devaluation. 

I think that is again more or less hypothetical. To try to cover it 
before the due date would make it very difficult to show whether the 
buyer abroad is merely using the excuse of some devaluation to fail 
to put up the funds or whether he has been extended credit beyond 
his true means. 

Senator Monroney. These commercial insurers of the credit would 
be protected, would they not, and feel a little more likely to write 
these policies commercially if there was a clause in your insurance 
to insure against devaluation. If there is little risk to it—you say 
there is little risk—it is like insuring fireproof buildings. I mean, 
you might as well put it in the policy. 

Mr. Arey. I am not saying there is little risk. I am saying you 
are inviting a sort of approach to the responsibility under contracts 
that should not be invited in this way. If the exporter is concerned 
with this problem, then he must turn to us for the full type of cover- 
age. If we are going to cover the political risk, we should not encour- 
age loose prac tices with respect to credit in the period, the short-term 
period from the time the contract is made until 90 or 180 days that 
it becomes due, it seems to me. 

Senator Monroney. That is all I have. 

Senator Pasrorr. Mr. Yarborough. 

Senator Yarsoroven. Mr. W: augh, I understood you to say that, 
abroad, rather than recommend that a different type of trade repre- 
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sentative be established, that you would recommend the upgrading of 
the commercial attachés in our Embassies abroad. Was that your 
position on that matter ? 

Mr. Waveu. Yes, sir. 

Senator Yarsoroucu. Now, if you raised the title of these com- 
mercial representatives in the Embassies abroad and increased their 
pay, do you think that higher titles and increased pay will change 
their views of trade and commerce or increase their salesmanship 
capabilities, just by raising their pay and giving them higher titles? 

Mr. Waveu. It wasn’t my thought, sir, that you should take the 
same man and raise his pay and give him a new title. 

Senator YarsoroucH. I want that clarified. You would look for 
some new blood, somebody with more of a capability toward pushing 
this trade? 

Mr. Wavueu. With more commercial background, yes, sir. 

Senator YarsoroucH. Another question. This isn’t on the par- 
ticular subject. I guess it is relatively simple, but I want some infor- 
mation along a related line. We have farmers who go to South Amer- 
ica and see those lush lands, which they can buy cheaper. They look 
around for credit for clearing the lumber off and beginning farming 
operations. They need credit for 3 to 5 years to get it into production, 
for expenses and for machinery. They can’t get it in those countries 
down there because the interest rates are prohibitive. What American 
agency furnishes that credit now? The domestic banks won’t, be- 
cause the security is abroad. 

Mr. Waveu. Of course, if the credit were adequate we could furnish 
the U.S. cost, and the machinery he buys from the United States, 
but we could not furnish the local currency cost for the local pro- 
duction. I know of noagency where he could get that credit. 

Senator Yarsoroucu. That is my question. Is there any agency in 
the United States where he can get credit for development of it until 
he can get it up where it is in position to start repaying the costs of de- 
veloping raw land into productive lands ? 

Mr. Waveu. I know of no agency within the Government where 
credit of that kind is available. We do have under the Cooley amend- 
ment to Public Law 480, up to 25 percent of the sales of agricultural 
surpluses to certain countries. But there is a proviso in that law that 
these currencies cannot be used to develop markets which are competi- 
tive with the U.S. market today in the field of agriculture. 

Senator YarsoroucH. That is all, Mr. Chairman. 

Senator Monroney. Mr. Chairman, could I ask one more question ? 

Senator Pastore. Yes. 

Senator Monroney. In a development project of large scale, such as 
your Brazilian loan for the—I think that was railroads into this iron 
ore area, was it not ? 

Mr. Wavuen. There were two in Brazil, one was an iron ore project 
and one manganese, and we had mining projects, in Peru, too. 

Senator Monroney. I am more interested in the Brazilian project. 
Would you give us the dates that it was pending and how long it took 
that loan to go through as well as the date on which it was closed ? 

Mr. Waveu. You said Brazil or Brasilia ? 

Senator Monroney. Brazil. 

Mr. Wavueu. Brazil? 
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Senator Monronery. Yes. 

Mr. Wavueu. The railroad ? 

Senator Monronry. Yes. As I understood it, there was a long- 
time application for the railroad that suddenly broke loose, and it. was 
then approved by the Export-Import Bank to build the railroads so 
that these minerals could be taken to port. 

Mr. Argy. In the manganese case, that is the one we cited. 

Senator Monroney. Didn’t you also make a loan for a railroad that 
goes into the iron ore country of Brazil ? 

Mr. Arey. In the Inabera case, I can’t believe we cited that, but we 
did; yes, sir. I can tell you something about that, yes, because at the 
request of the War Production Board as far back as 1941 we were 
asked to see what. we could do to develop that resource for purposes of 
the United States and its allies. I went to Brazil in the summer of 
1941 to urge the Brazilians to accept a credit on that. It took us until 
the next year to get them to agree, and under wartime conditions it 
was a long time before we could get all the equipment. But we 
approved it. In fact, we went down to Brazil in order to make a loan 
to try to develop that one. That is an unusual situation. It took 
them some time after the war to get that mine and railroad up to full 
capacity. We have made several loans since without too much further 
investigation after they have requested them. 

In the manganese credit, again, we were asked by another depart- 
ment of this Government which was concerned with strategic mate- 
rials to assist in financing the transaction. The large copper case 
involved four companies getting together and providing equity, start- 
ing a new company. I would assume that negotiations for that took 
place for approximately a year, in a large development of a loan of 
$115 million. 

In a railroad loan that we made to Brazil in 1956, we extended a 
credit of $100 million to buy U.S. equipment. Prior to that there 
had been a report made by a commission, Brazilian-American Joint 
Commission, recommending certain reorganization of their railroads. 
They approached, I think, the International Bank, first, for some 
credit and were told that they would not consider the credit until 
Brazil had put through this reorganization. 

In 1956 they came to our Bank, and we, after discussing it with them, 
took the position that we would approve the credit available to them 
when this reorganization went through. We approved it in 1956, but 
it was at least a year or so before the reorganization went through. 
All of these cases vary because of the particular circumstances that 
have to do with them. But it takes some time on these large credits. 

Senator Monroney. Were there any American companies involved 
in this, or was this reorganization all under Brazilian ownership ? 

Mr. Arey. That is right, they were all Government-owned railroads. 
But they had a lot of different ones, and they put them all under one 
supervision. 

enator Monroney. Yes. But what I was driving at: Do you make 
any loans in local currencies ? 

{r. Arry. No, sir, we don’t have local currencies, except those that 
we have under the Cooley amendment to Public Law 480. Those can 
be made only to affiliates of U.S. businesses, or to local companies that 
will promote the further use of U.S. agricultural products. 
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Senator Monroney. In other words, suppose an American was 
building a huge, we will say a port facility or something—— 

Mr. Arey. Yes, sir. 

Senator Monronrey. And he would rather deal with the Export- 
Import Bank. He can finance his equipment, his cranes, and things 
of that kind, but say 25 percent of that component was in local cur- 
rency—you would not be able to loan him—exchange, through the 
Treasury, local currency to cover his component ? 

Mr. Arry. We don’t have at this time any of those funds for that 
purpose. Now, we have only the Cooley funds. We made a loan 
of both dollars and loc al currency recently to assist in financing a new 
aluminum plant that is to be built in India by joint United States and 
Indian interests. In that case we loaned both dollars and rupees. 

Senator Monronry. Then you can loan in local currency ? 

Mr. Arry. Only where we have under Public Law 480. But that is 
only to subsidiaries or affiliates of U.S. companies. 

Senator Monroney. That is what 1 was trying to find out. If a 
man is going to have 25 percent of his project cost covered in local cur- 
rency, under Public Law 480 funds, under the Cooley amendment, 
you can lend the money in local money or in dollars? 

Mr. Arey. Yes. I want to make it clear. If he is merely a con- 
tractor, doing a job for another government or foreign entity, we could 
not lend him the local funds. But if he is putting up his own plant, 
then 

Senator Monroney. His own plant is what I was asking about. 
Whether he was restricted only to dollars and had to convert those 
locally into cruzeiros, or whether you could loan the cruzeiros under 
the Public Law 480 fund at the same time you loaned the dollars to 
him. 

Mr. Arry. Yes. 

Senator Yarsoroucn. Back to this question of upgrading the com- 
mercial attachés in the Embassies abroad, if you provide the title, the 
higher pay, what assurance have you got that the State Department 
would not use that as a means of giving men who need a promotion in 
their service a chance to get this higher pay? In other words, what 
assurance do you have that that place seul be filled with an ideo- 
logical diplomat—and they are very necessary—rather than a trade 
Sein: ¢ 

Mr. Waveu. Senator, don’t you really think, sir, that is a question 
that should oe posted to a representative of the State Department, 
rather than a representative of the Export-Import Bank? 

Senator Yarsoroucu. Well, I will accept your nolo contendere 
plea. 

Senator Pastore. At this time of the day I think the witnesses who 
have favored us with their attendance here ought to know just about 
what the program is going to be. 

We are all through with Mr. Waugh and his assistants. We havea 
“hort statement that is to be made by the Assistant Secretary of the 
‘Treasury. Then our next witness is Mr. Francis X. Scafuro. I 
think rather than begin his testimony it would be better to let it go 
over until 10 o'clock tomorrow mor ning. The reason why I say that 
is that yesterday we postponed a hearing that we had on certain nom- 
inees until 2:30 this afternoon. So our room is to be occupied for the 
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rest of the afternoon in other matters that are of interest to the 
committee. 

Now is Mr. Scafuro in the room here? 

Mr. Scaruro. Yes, sir. 

Senator Pastore. Could you come back tomorrow at 10 o'clock? 

Mr. Scaruro. I would be happy to. 

Senator Pasrore. Thank you very, very much. Rather than give 
part of your statement and have it continued, I think you ought to 
start it fresh in the morning. 

Mr. Scaruro. Yes, sir. 

Senator Pastore. All right, Mr. VonKlemperer. 

(At this point Senator Monroney assumed the chair.) 

Senator Monroney. Alfred H. VonKlemperer, Assistant to the 
Secretary of the Treasury. 

You have a prepared statement, I believe? 

Mr. VonKuemprrer. I do. 

Senator Monronry. Would youcare to proceed with that ? 

The committee will be in order, please. 


STATEMENT OF ALFRED H. VonKLEMPERER, ASSISTANT TO THE 
SECRETARY, OFFICE OF THE SECRETARY OF THE TREASURY 


Mr. VonKuemperer. I am happy to testify before your committee 
on the subject of present export credit facilities and proposals for 
new mechanisms. 

With respect to present export credit facilities, the U.S. Govern- 
ment today provides a considerable amount of financial assistance to 
U.S. exporters through a number of devices. Closest in nature to a 
true system of export credits have been the operations of the Export- 
Import Bank of Washington which since its inception has financed 
a total of approximately $7 billion of U.S. goods and services. 

The Bank has done this financing in two days: One, through a sys- 
tem of specific lines of credit to American exporters under which the 
exporter himself takes the initiative in approaching Export-Import 
Bank to cover proposed sales to foreign countries. The bulk of the 
Bank’s aid to exporters, however, has been extended through a second 
device, that is, through its large postwar reconstruction loans and a 
large volume of developmental project loans to foreign governments 
and other organizations. Under these loans, the initiative is taken 
by the foreign borrower, but since disbursement of the loans is tied 
to the payment of U.S.-produced goods and services, the full benefit 
of these loans goes to the American exporter. 

Similar to the Export-Import Bank, the Development Loan Fund 
has been of assistance to American exporters through its foreign lend- 
ing operations. This has been particularly true since last September 
when a new policy was established by the administration under which 
the bulk of future assistance provided by the Fund would be subject 
to procurement from the United States. This policy should be of 
benefit to U.S. exporters as disbursements under the DLF loans in- 
crease during the coming years. 

Other programs of the United States have similarly benefited U.S. 
exporters in an incidental manner. Most important among these 
activities are Public Law 480 and the operations of the International 
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Cooperation Administration and its predecessors. Under Public Law 
480, a total of approximately $4.3 billion of agricultural surpluses 
have been sold in world markets including the cost of ocean transporta- 
tion. Payment for these shipments is made in local currencies of the 
foreign countries, 55 percent of which in the past has been loaned 
or granted back to the latter. By not requiring cash dollar payments, 
Public Law 480 thus makes possible exports which otherwise would 
not have materialized and such exports have been running at between 
one-fourth and one-third of our total exports of agricultural com- 
modities. 

Senator Monronery. Mr. VonKlemperer, we have a rollcall going 
on in the Senate. I apologize, but we will have to recess the com- 
mittee for about 5 minutes, so I can make my vote and return. 

Mr. VonKuemperer. All right, sir. 

Senator Monroney. We will recess now. 

(Recess. ) 

Senator Monroney. The Committee on Interstate and Foreign 
Commerce will resume its hearings. 

We regret the interruption. These things happen on days when 
the Senate is meeting in the mornings. You may continue your 
statement, sir. 

Mr. VonKiemprrer. With respect to ICA and its predecessors, the 
U.S. Government either on a grant or a loan basis has created the 
financial means which enabled foreign governments to buy a total of 
about $13 billion of U.S. exports since 1948. 

Aside from these important aids to American exporters, bills have 
been introduced in the Senate from time to time in the postwar years 
to establish more formal export credit facilities to service the direct 
needs of American exporters, similar to the organizations maintained 
by other industrialized nations, notably the United Kingdom, Canada, 
and Germany. As the members of this committee know, the executive 
branch opposed these various proposals. It believed that no signifi- 
cant demand for new facilities had been demonstrated, and that the 
existing governmental and private enterprise organizations were able 
to take care of the existing needs. In fact, these proposals received 
only small support from exporters and bankers. 

e conditions which were responsible for this administration 
position have changed considerably within the past 2 years. The 
testimony of the witnesses which you have heard earlier this week 
has shown the rapid deterioration which has taken place in our foreign 
trade position during the past 2 years and the effects of these changes 
on our balance-of-payments deficit. 

It is largely because of this development that the administration 
undertook late last year to investigate the possibility that export 
credit insurance or guarantees might be helpful in improving our 
international payments position by contributing to a general gov- 
ernmental effort to increase U.S. exports. A subcommittee of the 
National Advisory Council on International Monetary and Financial 
Problems, the so-called NAC, was established to look into this question. 

It has recently concluded a survey of our present export credit fa- 
cilities and the need for additional measures of this type. The find- 
ings of the subcommittee have been endorsed by the National Ad- 
visory Council and thus reflect the considered opinions of those de- 
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partments of the executive branch most intimately concerned with the 
problem. I will outline for you the work of this committee and the 
conclusions which it reached. 

In the course of its study, our subcommittee examined the practices 
of other leading countries which operate export credit insurance plans, 
We undertook to explore with a number of U.S. exporters the prob- 
lems which they have encountered in competing creditwise with ex- 
porters from these countries. We endeavored to cover a representa- 
tive sample of agricultural as well as industrial exporters, and we 
solicited the views of small as well as large firms, and of representa- 
tives of banking and of an insurance firm. 

In addition to these interviews, we have received a considerable 
number of unsolicited communications from a wide variety of busi- 
ness firms. The subcommittee has also had the benefit of reports from 
the U.S. Foreign Service with regard to the general view held abroad 
by foreign importers on the question of the adequacy of the credit 
terms being offered by U.S. exporters compared with terms being 
offered by other competitive countries. We did not attempt an ex- 
haustive survey but rather a selective one with the purpose of obtain- 
ing a general indication of what a cross section of organizations in 
the field believed to be advisable. 

The conclusions which our subcommittee reached from these dis- 
cussions can be summarized in this way: There seems to be a very con- 
siderable unfilled demand for export credit guarantees and financing 
for medium- and long-term transactions, running from 1 to 25 years, 
and being particularly strong in the 1 to 10 year field. Facilities 
for such transactions, however, are already being provided by the 
Export-Import Bank. 

The evidence of this demand was helpful to us mainly in pointing 
out the steps which might be taken to assure more effective use of the 
existing possibilities. A number of changes in present techniques 
will be the result of this evidence. We decided against recommending 
any new facilities in this field because we felt that our aim of im- 
proving our balance of payments would not be achieved if we pro- 
vided guarantees and financing not offering reasonable possibilities of 
en 

he only form of credit insurance provided by other countries 
which we have not made available to our exporters in the past in any 
important degree is the insurance for short-term transactions of a 
maturity of less than 1 year. The subcommittee came to the conclu- 
sion that there was a great deal of support for an expanded program 
covering such transactions. There were some exporters who doubted 
the need for these facilities. They thought that the political risk 
is not a determining factor in the case of short-term transactions, and 
that, in general, adequate financing is available for short-term trans- 
actions. On the other hand, we found a number of firms which felt 
that they had lost business to exporters from other countries because 
they could not give the type of credit terms which their competitors 
could offer under the protection of their governmental facilities. 
There was considerable evidence, too, that many importers abroad felt 
that they could increase their purchases of U.S. goods if longer credit 
terms could be obtained. 

It is the judgment of the subcommittee that the introduction of a 
system of short-term export credit facilities is justified and would be 
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beneficial in improving our export trade. We are hopeful that after 
what may be a slow start, growing results could be achieved over a 
period of years and that the program will eventually give a substan- 
tial lift to our exports. We are hopeful incidentally that the new 
facilities will encourage new firms, particularly smaller businesses, to 
explore the opportunities for entering the export field. 

Let me be specific on the details of what seems to us justified in the 
way of additional export credit facilities in the short-term field. We 
feel that new facilities are needed largely for the coverage of the 
political risks, a type of risk which, as the experience of other coun- 
tries has taught us, can be borne by Government institutions only. 
It is our belief that if the political risks are insured through some 
‘governmental instrumentality, private facilities for the assumption 
of the commercial risks will increase. In special cases where com- 
mercial risk coverage cannot be provided even with the stimulus of 

overnmental coverage of the political risk, short-term governmental 
Miannitiy of commercial risk insurance may be advisable too. We do 
not expect that the latter need will be large and we think that it will 
be limited mainly to new and small exporter firms. 

There is one aspect of this problem of export credit insurance in 
which I believe the members of your committee may be especially in- 
terested. It has seemed to us that smaller business firms, and firms 
which do not have ready access to Washington facilities, would be 
greatly encouraged to make use of these new facilities if they were 
able to handle these transactions through their local banking or in- 
surance institutions. For this and for other general reasons we rec- 
ommended maximum participation by private enterprise in handling 
these new facilities. 

Concerning the question of legislative authority, and the related 
question of the administering agency to carry out the newly expanded 
facilities, it was the subcommittee’s view that the existing authority 
of the Export-Import Bank would permit it to handle the new pro- 
gram. Through many years of experience in dealing with exporters 
the Bank is eminently well qualified to carry out such a program with 
a minimum of delay and a maximum of efficiency. And it has the 
full support of the National Advisory Council in this undertaking. 

Thank you very much. 

Senator Monroney. Thank you, Mr. Von Klemperer. 

Your conclusion then is to leave things just about where they are? 

Mr. Von Kiemperrer. No, sir. 

Senator Monronry. You say leave it in the Export-Import Bank 
and go forward. I would like to call your attention again to the 
hearings in 1958, where Mr. Arey said in answer to these same ques- 
tions. “Senator, I believe that we could demonstrate that we are 
giving to our exporters a type of assistance that fits their needs better 
than anything they could get under the European system, and this 
has resulted from many discussions with the exporter groups.” 

This was February 3, 1958. 

Today we hear the same story, more than 2 years later, that they are 
just giving the finest service in the world. And the files of this com- 
mittee are filled with reports of disgusting delays and redtape and 
attention to the old-line lending, for which the Export-Import Bank 
was set up, with very little regard to going out after the business. 


SS, [= 


- we oer We 


Oo rr 


nm @ 


+ @® 


en 


FOREIGN COMMERCE STUDY 39 


Repeatedly Mr. Waugh said, “We would be glad to take it and consider 
it if they came to us.” Now this is not going to get this job done. 
We are getting whipped all around the world, sir, in foreign trade, 
and I have seen it with my own eyes. American goods w hich once 
commanded the highest attention of the quality market are being 
replaced, with terrific gains, with goods from Germany, from Belgium, 
from Holland, from Britain, and from France. You could just name 
almost every country. 

Something is wrong. Yet your committee appointed to study this 
thing comes up with more of ‘the same. And I, for one, on this com- 
mittee, am not satisfied that anything has been "done that will change 
or increase or improve the credit facilities which we have been using 
and under which system we found the American exports liter ally 
driven from the trade markets of the world. 

Would you permit, sir, the examination of your basic material by our 
committee staff to see whether it has been so satisfactory as your 
statement seems to infer ? 

Mr. VonKuemperer. Mr. Chairman, as I pointed out in my state- 
ment here, we have designed and recommended to the Export-Import 
Bank a new program, which has been announced in the press and 
discussed in public during the last few weeks. 

This program goes far beyond what the Export-Import Bank did 
in 1958, when Mr. Arey testified before you. This program has been 

tailored to the requirements of today. It, we believe, will avoid some 
of the delays which have occurred in the past. For instance, the new 
rogram uses to the maximum possible the services of the American 
hanks The new program, in some cases, will permit the Export- 
Import Bank to act on the credit judgment of the banks in medium- 
term programs. 

Mr. W: augh pointed out to you one transaction made last week, 
where it took the Bank only 2 days to approve export financing. 
Therefore, we believe that we have today a progr am entirely differ ent 
from that existing 2 years ago. We believe that it is a satisfactory and 
useful program. 

Senator Monroney. You are aware, of course, concerning medium- 
term export guarantees, there has been no loan guarantees in 1957, 
1958, and 1959, according to our figures. There has been some com- 
prehensive cuarantees for cotton and other agricultural commodities. 

ut the comprehensive guarantees on most of these have been non- 
existent. In 1955, 24 were issued; in 1956, two were issued; zero in 
1957, zero in 1958, and zero in 1959. This is the record upon which 
you are relying for future action. The agency has done a good job in 
long-term, government-to-government lending or loans made to or 
gus iranteed ‘by the central banks. But I have seen no evidence of any 
interest, either 2 years ago or today that would begin to meet the 
challenge that this country faces. If there is any awareness of that, 
I don’t think it was demonstrated to this committee this morning, and 
certainly I heard nothing that would indicate to me any improvement 
other than the fact they wish to remain in the lending field. This is 
just a bothersome, burdensome duty that their loans are better suited 
to fill. 

Mr. VonKtemrerer. I might point out that in our consultations on 
this program we talked to a large number of exporters. I would like 
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to point out that the program which has been designed goes consid- 
erably beyond what a large number of exporters wanted us to do. It 
does not go as far as some wanted us to go. But we did not get a 
uniform picture from talking to the exporters and bankers. We tried 
to use our best judgment in between this range of very conflicting 
welvioe, which we received, and our best judgment is, this is what is 
needed. 

Senator Monroney. They have had that authority all along, have 
they not, and they haven’t used it? There is nothing in the program 
or plan that you suggest that they haven’t had the ability to use these 
facilities all through these years that our exports have been diminish- 
ing and our trade deficits increasing. 

Mr. VonKiemrerrer. May I point out to you that in the postwar 
period I believe there have been six bills before the Senate to create a 
system of export credit insurance. I believe only one or two of them 
even had hearings, public hearings, and all of these bills failed to 
receive any significant support from the exporters, the bankers, or 
from within the legislative branch. 

Senator Monroney. I can assure you that I presided and conducted 
the last hearings; it was the Export-Import Bank’s testimony that 
said: “We can and will do this job.” This was over 2 years ago. 
Two years later we find they haven’t done it. Now you are saying: 
“Let’s give them another chance; let’s take this same agency that has 
failed completely and miserably to meet this challenge in short term 
and intermediate term, the agency that prefers the banking business, 
the agency that we are going to rely on during the hottest trade war 
that this Nation has ever seen in its history.” 

Mr. VonKuemperer. There is, indeed, a change of mind, both 
within the Export-Import Bank and within the administration. And 
this change of mind has come about due to the fact that in the last 
2 years we have run a balance-of-payments deficit of over $7 billion, 
which is far in excess of any deficit ws have ever run before. It is 
this change in climate which has brought about the change of opinion 
within the administration, the public and the Export-Import Bank. 

Senator Monroney. You heard them this morning, if you were here, 
say that they didn’t plan any real change. They had a few new 
gadgets that they were going to try, but they don’t even want to guar- 
antee against nonconvertibility and catastrophic risks. They always 
have reasons for not doing anything. Yet many of the plans abroad 
offer other facilities, speedy action, attention to small exporters, and I 
venture, if we follow the suggestions of your committee, we will wind 
up with a bigger trade deficit and the same delayed financing and 
the same frustration of our exporters who like to meet on even terms 
the financing requirements in today’s market, even with that offered by 
other exporting nations. 

The administration may have changed its attitude, but I have heard 
nothing in the testimony today that indicated to me that the Export- 
Import Bank has changed any attitude. 

Mr. VonKuemrerer. The Export-Import Bank was one of the most 
active members of our subcommittee. I may say we only began our 
studies last December. Now by mid-April they have already designed 
a very useful and effective program which will go into operation in a 
week or two. I think that is very commendable speed, indicating a 
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very aggressive and constructive attitude on the part of the Export- 
Import Bank. 

Senator Monroney. Time will tell. If we rely on them we will see 
how much greater loss we have in exports next year. 

Thank you very much, Mr. VonKlemperer, for your testimony. 

Mr. VonKuemprrer. Thank you, Mr. Chairman. 

Senator Monronry. We have two other witnesses that have come 
a distance to have short statements which we would like to hear. 

Mr. S. P. Stallworth, executive vice president, James D. O’Connell 
& Co., New York City. Would you come forward, Mr. Stallworth. 
We appreciate your being here. We regret that the schedule of the 
Senate has been somewhat disarranged by morning session, but we will 
be glad to hear you. 

Mr. SrattwortH. Thank you, Senator. I will try to make this as 
short as I can, to get right into the situation. 


STATEMENT OF S. P. STALLWORTH, EXECUTIVE VICE PRESIDENT, 
JAMES D. O'CONNELL & CO., INC., NEW YORK 


Mr. SratitwortH. May I thank you for the opportunity of appear- 
ing before you and I trust that I may point out, with specific and 
concrete situations, the dire need for American export credit insur- 
ance, and the large sources of private money which are available 
without resorting to Government funds to solve our economic prob- 
lems, if we are to maintain our economic position in the world market. 

I heartily applaud the efforts of all interested parties, namely, your 
committee, the Export-Import Bank, the State Department, and the 
administration in fostering our growth of foreign trade, which is so 
vital at thistime. The favorable position of our foreign trade actually 
determines the increase of our gross national product rate, our dollar 
valuation on the world market, and the economy of our country. 

It is now within the ability of the American exporter to meet foreign 
credit competition, that will keep his products in the marketplace 
of the world. 

Having realized that we have moved into a new era of nationalistic 
pride, with each country confident of its own ability, and with the 
present abundance of goods being offered by many countries, we must 
offer our products to our customers on a basis of their ability to pay, 
if we expect to stay in the export business. Ingenious merchandising 
methods of the American businessman, attuned with his customer’s 
ability to pay, have become a standard that is now copied by all the 
world. It is not the price of the item that determines the sale, but 
the ability to purchase within one’s means that determines the sale. 

In Detroit, when the automobile manufacturers realized they would 
have to greatly increase the price of cars, due to conditions beyond 
their control, they knew the average monthly time payment could not 
be much above the present $75 per month. They then elected to 
lengthen the time of credit payment from 24 months to 36 months, 
and that year became the largest year the automobile indus ry ever 
enjoyed. 

When the same situation developed in housing, the FHA fostered 
long-term credit within the people’s ability to pay. This immediately 
permeated through every other type of American industry, with 
liberal credit policies. 
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Now the point I wish to make is that we must apply our successful 
domestic practices to our foreign trade sales. 

Most of the foreign competition has adopted credit insurance based 
on credit time payment within the ability of the purchaser to meet the 
payment for the goods. 

As investment bankers, we are confronted with the task of arrang- 
ing credit facilities for American exporters and contractors, which 
will enable them to place their commodiities within the financial 
ability of their customers to pay, and at the same time make it possi- 
ble for us to meet foreign credit competition which is now being 
offered to our customers. 

It would be redundant to enumerate the various credit guarantee 
plans certain foreign governments now have at the disposal of their 
exporters. Many of our good customers of long standing prefer our 
products, but are now forced to place their orders in other directions, 
due to their inability to meet our required payment schedules. 

At the moment, my firm has approximately one-half a billion dol- 
lars of various types of credit arrangements that we have been asked 
to create by American exporters and contractors, and in practically 
every case our American companies are confronted not so much with 
prices, delivery, or lack of sales initiative, but with credit insurance 
problems. The irony of the entire situation is that there is a tre- 
mendous amount of money available—in fact, billions of private 
capital—for the financing of prudent credit situations with reputable 
companies or projects. The sources of these funds are from pen- 
sions, charitable and private, and institutional funds. Actually, there 
are over $60 billion available for investments in pension funds alone 
in this country, but all must have adequate and secure guarantees for 
their investments. The FHA produced the adequate guarantees for 
mortgage funds which created the required private funds for housing, 
within the ability of every American family to own a home. 

This foreign credit insurance plan must be free from delay and red- 
tape, with specific set rules to qualify. Then the source of private 
funds will produce the money and not be dependent upon the Gov- 
ernment to supply the necessary financing. 

The large banks, the same as our American exporters, have experi- 
enced many frustrating situations where it was beyond their preroga- 
tive and financial ability to finance long-term credits. Realizing their 
position in a fiduciary capacity with depositors’ money, they must 
exercise prudence and thus be forced to favor a domestic loan over a 
foreign loan on an equal basis. 

Commercial banks now direct their business to short-term financing 
at the behest of the Federal Reserve and Director of Currency. Thus 
credit insurance must be made available to insure the required credit 
guarantee to permit the pension and institutional funds to supply the 
necessary export financing without resorting directly to the Govern- 
ment for these necessary funds. 

As to the exact mechanics of the credit insurance plan, there are 
now two proposals; namely, the one presented by the Export and Im- 
port Bank, and the other by the American Credit Guarantee Corpora- 
tion. It is essential that this plan be drawn so as to expedite imme- 
diate decisions and a business-type approach if it is to solve the basic 
problems which are plaguing our exports at this time. I gladly offer 
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my time and efforts in any way possible to help create a permanent 
solution to a problem so vital to our American economy. A competent 
business approach, without the necessity of the appropriations of 
large sums by the Government, can place our country’s entire economy 
on a more sound basis. It will assure the competent merchandising 
formula that has proven so successful in our own domestic economy. 

The current movement by American companies to build plants in 
foreign countries, merge, or buy into operating companies, is moti- 
vated to an extent to be able to take advantage of the credit insurance 
offered by these various countries. To this I can testify. As witha 
number of American corporations where it was necessary for con- 
tinuing business relations, it has been necessary for us to use their 
Canadian corporations where credit insurance is available. 

But the Canadian products were exported and not the American. 
It seems a travesty against the American people and our manufac- 
turers when you are forced to resort to such financial tactics to finance 
large building projects and plants when they expressly desire and 
wanted modern plants and buildings which are American type and 
built by American contractors. 

Our investment house is not alone in agreeing that foreign equip- 
ment will be used in this country on American construction projects 
in order to get bank guarantees from strong European banks that can 
be guaranteed and confirmed by American banks. It is only with 
these American guarantees that we can secure the required long-term 
money from pension funds and other available trusts for our American 
corporations to compete and maintain a competitive position in the 
markets of the world. 


A summation of what American business-type credit insurance can 
accomplish : 

1. Credit insurance will rejuvenate our shrinking export position 
which is seriously affecting our economy and gross national product 
growth. 

2. Credit insurance based on sound American business principles 
would raise the world’s standard of living by making our goods avail- 
able within the ability of our customers’ economic status. 

3. Credit insurance will make unattractive and unprofitable the 
dumping and price cutting of specific products, practiced by some 
countries. It will create more suitable markets and currency posi- 
tions, as it will eliminate the sudden cash and exchange demands that 
cause local government to resort to currency emergencies. 

4. Credit insurance will permit foreign businessmen to transact 
business directly with our American business people, which will 
create the greatest amount of good will. Foreign business people 
and governments are anxious to deal directly without restrictions and 
obligations to governments. They are proud people and when we 
take them at face value, which is what they desire most in their deal- 
ings with us, we will have their respect and friendship. 

5. Credit insurance built on proven business principles will elim- 
inate costly redtape and unnecessary cost to the Government. It 
will permit immediate decisions and transactions which are most vital 
in meeting foreign competition. 

Many important contracts available to our country’s interest have 
been lost due to our inability to render prompt decisions and the lack 
of understanding as to the importance of the transaction. 
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6. Credit insurance will bring into play our greatest asset—an 
abundance of private money available for long-term credit with ade- 
quate and prudent guarantees. 

The United States is the only country possessing this great ad- 
vantage and, as it has proven so much to our domestic economy, it 
can also bring us tremendous advantages when safely applied to our 
export trade. 

Gentlemen, I have a list here of actual situations that can be be- 
fore our American contractors and exporters that can be transacted 
and secured if we have the proper guarantees for this pension fund. 
Now the great importance of this 1s this: Most of these are plants 
and buildings and railroads and facilities, and if we don’t get that, 
then the other foreign country who gets that, they will supply the 
replacement parts in those arrangements for years and we will never 
be able to get it. It is gone. 

(The list referred to is as follows:) 


Actual request for foreign financing by American corporations 


1. Mexico: Hydraulic powerplant—national bank guarantees____ $15, 000, 000 
2. Iran: 
Bank and office building—bank guarantees_________---_--- 6, 000, 000 
Water irrigation—tunnels in conjunction with Italian con- 
Cpeetens asia ac ees tae Fess Se Sd 5, 000, 000 
Government-guaranteed housing project of Government em- 
a i ill ei eRe el RS es 40, 000, 000 
Apartment and commercial center bank guarantees_______~- 4, 000, 000 
3. Greece: Housing project for National Government with guar- 
MN a Fe tn IN eo ee 10, 000, 000 
4. Liberia: 200 railroad ore cars for United States and local cor- 
EER AAS aI ODED i i ne ecard aotecadh hace nde teh AS eas aa 1, 000, 000 
5. Turkey: Soda ash plant, Government bank guarantees________ 4, 000, 000 
. Venezuela: 
Oil geiimery ‘egtinment:. 22ciosuske i eet Lull 10, 000, 000 
In 3 Government-guaranteed housing projects__._.________ 20, 000, 000 
PD reient care ion mational railroad. ....«« <<. c4<-sanenne he 1, 500, 000 
ee CU SU Oe cess eee conn ipeltih ie 2, 000, 000 
7. Guatemala: Housing project—national bank guarantees and 
Goverpmset- homeeiiess. cles Seo Ui Sa SL 3, 000, 000 
8. Argentina: 
Oil well equipment—bank guarantees_____..-____________ 5, 000, 000 
Roadbuilding project—Government bonds and National Goy- 
Geers en Onreeen ee eee ee 35, 000, 000 
Housing project—Government and State guarantees_______ 15, 000, 000 
9. Sudan: Farming and truck construction equipment—Govern- 
NE ik iit Tee teeing dite ct ee th eee eds Lai, 7, 000, 000 
TO, CRON: FICC U0 LIMIEOG CRO. nnn cite meebo 75, 000, 000 
11. Near East: Pipelines—international guarantees_______________ 215, 000, 000 
12. Portugal: Bridge in Lisbon—various forms of guarantees______ 85, 000, 000 
13. Brazil: 
Equipment for manufacturing plants______._...____.______ 3, 000, 000 
Equipment for railroad and coffee handling__-____________ 4, 000, 000 
Totnes SWE ee a er Olek Fa a oe 565, 500, 000 


Mr. Sratitworrn. We had a particular situation over in Africa, 
not so long ago, where they needed a lot of ore cars. It so happened, 
years ago somebody got the railroad facilities of a different gage and 
we didn’t get it. 

Thank you. 

Senator Monroney. Thank you. I notice you are showing on this 
list. $0.5 billion in projects for development in these 13 countries. Let 
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me ask now, just glancing over the list, is it your opinion, based on 
years of investment banking in the foreign field, that if we do not 
permit supplies from our American producers to meet these demands 
on some kind of an insured credit pecan, that the cream of these 
purchases will be placed in other countries 

Mr. Sratuwortn. That is most setaaeity the truth. Absolutely. 

Senator Monronry. Then the ones that are the weakest and the 
least valuable and least desirable will come to us on a foreign-aid 
program, in which we will not be guaranteeing credits but we will 
be furnishing 100 percent of the capital to do this job? 

Mr. Sratiwortn. That certainly is true, certainly. Absolutely. 

Senator Monroney. In other words, we are sometimes faced with a 
choice of underwriting a risk or paying the complete cost with U.S. 
Treasury funds. I do not know what you consider the average risk 
to be for losses on foreign credits, but it is probably 2 or 3 percent 
of the risks covered. Rather than take the 2 or 3 percent risk or 
whatever the figure might be, we will let the good business go to other 
countries; and then we will pick up 100 percent of the residual that 
cannot be banked or financed elsewhere and do it with funds directly 
out of the U.S. Treasury. 

Mr. Sratuworrn. If it would be on that basis, we would have to do 
that, yes. But if we had an adequate insurance program, we could 
move it through private funds, or we could move it through an insur- 
ance program where we could insure these credits and these projects; 
we would be able to get projects in all countries both in the small coun- 
tries and the weak countries. Some of these projects are in weak coun- 
tries and some of them are in strong countries, such as Canada and 
Portugal, and so forth. Every one of these situations is in very, very 
competitive position right now. Everyone is bidding on them. It is 
absolutely imperative that we get some of this business. If we do not, 
we will have to resort to the other situations where we use the foreign 
credit of the subsidiary companies, which we have unfortunately had 
to do many, many times. 

Senator Monroney. Let me ask you: There are, of course, three 
types of insurance—one for the catastrophic risk, earthquakes, fire, 
and things of that kind; another for convertibility, the political risk, 
which would be an overriding risk which no private insurance company 
could possibly take, and third, the normal commercial risk. Do you 
feel, in your experience, if the Government had a fast-moving almost 
automatic program to write the first two types of insurance, that pri- 
vate industry could then write the normal credit insurance ? 

Mr. Stattwortnu. Yes, I certainly think so. I will go on the record 
as saying that. Once you eliminate the political risk, the commercial 
and credit risk can be arranged if the proper facilities are there for 
that, such as the one like the National Cooperative Committee on 
Export Credit Guarantees. It will bring into play these tremendous 
amounts of pension funds, and so forth, which have no place to go 
except a lot of their investments into stocks and bonds, and so forth. 
These moneys are available for 10, 15, and 25 years. 

Senator Monroney. If we take over the ‘catastrophic risk and po- 
litical risk, it doesn’t take any investigation on any such loan? 

Mr. Sratiwortnu. No. 

56472—60——4 
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Senator Monroney. If the normal credit insurance is available 
through free enterprises corporation 
Mr. Stattwortu. That is right. 

Senator Monronry. We could almost issue a blanket policy which 
would provide that when we are notified that they made a loan for $1 
million to country X and for a premium of half of 1 percent, or so, 
that we are extending the catastrophic and the political risk? 

Mr. Sratuworru. Yes. 

Senator Monronry. I would venture to guess, as with FHA, we 
would make money on our insurance. 

Mr. Sratuworru. That is right. 

Senator Monronrey. We charge a percentage of one-half of 1 
percent on these housing loans and through all the years of the pro- 
gram since 1938 we have not failed to add money into the reserve 
fund from this charge that is nade. 

Mr. Sratitworrn. I would suggest, on that, if such a thing were 
brought into effect, that it be mandatory that they take the political 
guarantees on everything, all the way through, to build up an ade- 
quate fund to take care of any situation that happened in the weak 
countries and others, and you have a fund to carry it all the way 
through. The same as life insurance—the money is there and the same 
group runs all the way through on the commercial credit, when we 
spread it over the house. No one would write a fire insurance policy 
on one house. When you write it on a thousand you can afford to 
pay a premium. 

senator Monroney. Your experience with exporters is that they 
would be willing to pay one half of 1 percent for insurance on political 
and catastrophic risks, even on Western Europe, in order to have a 
more level rate for the high-risk countries, In other words, you have 
got to have some insurance on young people to compensate for the 
mortality tables on the old. 

Mr. Sratitwortu. I would have it so set that they could not get the 
commercial guarantee unless they had the other first. 

Senator Monroney. I see. Thank you very much. May I ask when 
your firm was established ? 

Mr. Sratuwortu. We have been in this type of business about 3 
years. Before that we were part of another company, the Blair Co. 

Senator Monroney. I see, Blair Co. 

Mr. Stratuwortu. Yes. 

Senator Monroney. Has your company asked recently for guaran- 
tees from the Export-Import Bank ? 

Mr. SratitwortH. Do I have to answer that ? Yes. 

Senator Monroney. Yes. Were they granted? 

Mr. Srattwortu. No. 

Senator Monroney. Thank you very much, sir. We appreciate 
your testimony. 

Our next witness, the closing witness, Mr. Jerry G. Bechofer, of 
Bechofer Bros., Inc., New York City. 

Mr. Bechofer, to better identify the various segments of this indus- 
try. I wish before you read your statement you would give us a brief 
history of your industry—some indication of the volume of business 
and customers you serve. 

Mr. Becuorer. I would be very glad to. 
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STATEMENT OF JERRY G. BECHOFER, SECRETARY-TREASURER, 
BECHOFER BROS., INC., NEW YORK CITY, N.Y. 


Mr. Becuorer. We are what is called an export merchant. We buy 
and sell for our own account. We do not work on commission. We 
send traveling salesmen abroad; we establish agencies abroad and 
sell our goods. Very often we try to sell before we buy. Lately, in 
my own company, that is, in the last 2 or 3 years, we have come to 
represent large American manufacturers exclusively in certain coun- 
tries, and we buy their goods on inventory. We keep inventory in 
New York, or sometimes in Miami, and as orders come in from abroad 
they are immediately shipped out. 

We have to grant large long-term credits, usually in dealing with 
South America; our credit terms are from 130 to 180 days. There 
are sometimes three or four or six drafts, staggered, and they become 
due on any one of these periods. 

Rarely, but sometimes, we do get letter-of-credit payments. That 
means a bank in New York establishes a letter of credit and we get 
our money immediately. Our problem is financing these, what 
the Export-Import Bank calls short-term sales. That is intimately 
related, as my statement will show, with credit-risk insurance. 

Senator Monroney. When was your firm established ? 

Mr. Brcnorer. In 1946, right after I got out of the Army. 

Senator Monroney. Roughly, if it is not a competitive secret, state 
the volume of sales. 

Mr. Becuorer. No secret—it is all in the statement—$5 million a 
year. 

Senator Monroney. All right. I just wanted this identification. 
You may proceed with your statement. 

Mr. Becnorer. Thank you. 

Mr. Chairman, members of the committee, I am grateful to you, 
Senator Monroney, and members of the committee, for the opportu- 
nity to present my views on a subject with which my company is vitally 
concerned. 

My brother Walter and I founded our company in 1946, shortly 
after I left the U.S. Army. We have worked hard to build up our 
business. Weare currently selling over $5 million of American-manu- 
factured goods in many countries of the world. It is our aim to 
increase this volume. For this purpose, my brother is in Europe at 
present seeking new markets. 

Although I am expressing my personal views, I am certain that I 
am voicing the sentiments of my fellow export merchants. 

We are happy that our Government has embarked on a program of 
fortifying the position of U.S. foreign trade. We feel that this is a 
just and proper step in the right direction. For very good reasons, 
our country is constantly expending great efforts and much money 
helping our foreign friends. This enhances America’s position in the 
world. For the same good reasons, we should further strengthen 
America’s prestige abroad by aiding our own people who earn their 
livelihood trading in foreign lands. 

I would like to restrict my remarks to the subject of credit insur- 
ance. It has been announced that within a few days the Export- 
Import: Bank will make available insurance coverage against so- 
called political risks. We greatly welcome such a program. 
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We believe, however, that this is only half a loaf. In order to be 
effective, credit insurance should also cover so-called commercial 
credit risks. There have been many public statements recently to the 
effect that commercial credit risks can be handled adequately by the 
exporters themselves, their banks or insurance companies. If ex- 
porters subscribe to this theory, they are, most likely, manufacturers, 
part of whose business is exporting. We, the export merchants, how- 
ever, do all our business abroad. We are exporters all the way and we 
do not agree with this statement. We want commercial risks insur- 
ance. We are unable to cover ourselves adequately with American 
insurance companies because at present only one such company writes 
credit insurance and its program is not suitable to most exporters’ 
needs. 

Lest my remarks sound as if we do not exercise due regard in the 
selection of our customers and their creditworthiness, I would like 
to state emphatically that this is not the case. Our traveling sales- 
men and agents abroad send many orders to our home office which 
go unfilled because credit references are not satisfactory. Neverthe- 
less, even with all normal precautions taken, it can—and does—easily 
happen that some of our customers suddenly find themselves unable 
to make payments due to political climate in their country. This type 
of occurrence, which is a very real risk, is not covered by the new 
credit insurance program of the Export- Import Bank. 

Most major exporting countries have long had programs of foreign 
credit insurance and wherever such programs are in effect they are 
comprehensive and include commercial as well as political risks. We 
do not believe the United States should institute comprehensive credit 
insurance just because other countries have it. Cold logic and prac- 
tical considerations dictate the absolute necessity of taking this step. 

Adoption of such a program would help in another way in the 
realization of the goal set by the President and the Congress. 

Most export merchants do not have sufficient capital “for the large 
volume of business they transact and the long payment terms they 
have to grant. This necessitates their borrowing against foreign col- 
lections from commercial financing houses. T he cost of such financing 
is high, and rightly so, because the risk is relatively great. With full 
insurance coverage, financing charges would be greatly reduced and 
banks would be much more ready to advance money against collections. 
With the cost of doing business decreased, we could better meet for- 

eign competition and increase the volume of sales of American-manu- 
factured products abroad. 

To sum up: We strongly recommend that comprehensive export 
credit insurance be made a permanent part of our way of doing busi- 
ness. The Government could be the insuring party as is now the 
ease with the soon-to-be inaugurated political insurance program, or 
the Government could be the guarantor for private insurance com- 
panies. 

If these suggestions are accepted favorably by this committee, we 
would also like to recommend that an export merchant be invited to 
advise the governmental authority which will promulgate the in- 
surance regulations. 

Thank you very much. 

Senator Monronry. Thank you, Mr. Bechofer. May I ask if you 
have done any business with the Export-Import Bank ? 
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Mr. Becnorer. Just recently we wrote a letter to the Export-Import 
Bank. This was after consultation with Mr. Rowntree requesting 
financing of an import deal of our Venezuelan subsidiary. We wrote 
a letter on April 5 and we received an answer from the Export-Import 
Bank on April 20, requesting more information. 

Senator Monroney. This is the only transaction you have attempted ? 

Mr. Brecuorrr. That is a medium-term. 

Senator Monroney. This may have to be provided for under our 
plan. You say you would a loan rather than automatic insur- 
ance 

Mr. Brecnorer. Right. My statement, my formal statement, con- 
cerns itself mainly with credit insurance, which unfortunately the 
Export-Import Bank is not covering at this point. 

Senator Monroney. The only way then would be to grant a loan to 
cover the intermediate sales? 

Mr. Becuorer. Yes, sir. 

Seantor Monronry. You don’t have any experience yet to know 
how much delay there will be in securing the loan, if you ever do? 

Mr. Becuorer. No. 

Senator Monroney. We thank you very much for your courtesy in 
coming down here and advising this committee. 

Mr. Brecuorer. Thank you, sir. 

Senator Monroney. The committee will stand in recess until 10 a.m. 
tomorrow morning, at which time we will hear Mr. Scafuro. 

(Whereupon, at 1:02 p.m., the committee adjourned, to reconvene 
at 10 a.m., Friday, April 29, 1960.) 
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(Export Credit Guarantees) 


FRIDAY, APRIL 29, 1960 
U.S. Senate, 


CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON ForEIGN COMMERCE, 
! Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a.m., in 
room 5110, New Senate Office Building, Hon. John O. Pastore 
presiding. 

Present: Senators Pastore (presiding), Yarborough, Engle, Scott, 
and Monroney. 

Senator Pastore. The hearing will please come to order. 

This morning we continue hearings on the question of providing 
American exporters with credit facilities comparable to those enjoyed 
by their competitors from other nations. 

This is a subject of prime interest to the committee in connection 
with its present study of U.S. foreign commerce. 

Before resuming testimony on the credit problem, however, the 
committee will hear a statement by Mr. Henry Kearns, who recently 
resigned as Assistant Secretary of Commerce for International Af- 
fairs. Mr. Kearns is one of the key figures in developing the ad- 
ministration’s export expansion program, and has traveled widely 
throughout the world in the interest of U.S. trade. 

Following Mr. Kearns’ statement we will hear a statement directed 
specifically to the export credit problem, beginning with a statement 
by Mr. Francis X. Scafuro, chairman pro tempore of the National 
Coordinating Committee for Export Credit Guarantees of the New 
York Board of Trade. 

Senator Enerr. What would you do to improve export credits? 

Mr. Kearns. This is a pet subject of mine. Mr. Scafuro is going to 
testify later. He knows more about it than T ever will. My expe- 
rience has been this: Particularly in the developing of underdevel- 
oped countries, we are not competitive in export credits today, par- 
ticularly in short-term merchandise credits. This is merchandise that 
moves for sale, not capital equipment, but merchandise that moves for 





1The bulk of the testimony and the statement of Mr. Henry Kearns has been trans- 
posed to vol. I of the committee’s foreign commerce hearings because of its relation to the 
subject matter therein diseussed—the balance of payments problem, the overall trade 
position of the United States, and the trade promotion program of the U.S. Government. 
The section following pertains to export credit guarantees only. 
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sale. We are not competitive with many of the other industrial 
countries. 

It seems to me inconceivable that this country, which has had more 
experience in extending credit, which is the world’s banker, should 
take second place in credit facilities. It just doesn’t make any sense 
to me. 

There are ample examples of successful operations, and this is not 
uncharted water. The British have a perfectly good system that 
works, and it isn’t costly. It is effective and it 1s one that we could 
certainly examine. The Germans have a very good system. The 
Japanese have a good system, and they are using it. It distresses me 
greatly to go to South America or to the Middle East and go in to talk 
to potential buyers of American goods and ask them if they are buy- 
ing American goods and they say No, they are buying it in this coun- 
try or that country. And I ask why. ‘They say, “Because we can 
get, short-term credit that makes it possible for us to turn our goods 
within our capability.” 

I just don’t think that that is necessary. I will give you an exam- 
ple. In Peru, for example, where the short-term credit runs from 2 
to 3 percent a month. Ifa person is not extended short-term credit, 
if he has to pay on sight draft, it means that from the time the mer- 
chandise is shipped until he can deliver to a customer, he has 90 to 120 
days of elapsed time. This means to him 10 to 12 percent on the cost 
of the merchandise, regardless of what his first price was. 

On the other hand, if the seller will extend him 120 days, he buys 
it at that much less. I am firmly of the opinion—and after having 
made an exhaustive study of this—that we lost much more business 
because of our inability to extend that kind of credit than we do be- 
cause of a discrepancy In prices. 

Now, this doesn’t apply to large sales of capital goods. 

I think the Export-Import Bank does a magnificent job in large 
capital goods settlements. I don’t think there is another country in 
the world that has a facility comparable to it. But in the hundreds 
and thousands of transactions that take place aver week in the sale 
of goods, where you have to extend credit for a short time, I don’t 
think we are in the ball game in many areas. 

Now, this isn’t as important in the sophisticated countries, such as 
Europe, where you can get credit locally at reasonable rates, but when 

ou take the rest of the world where the local rates are so extremely 
igh, I think we must step up to this problem and meet it. And I 
think if we do we can very substantially increase our sales. 

Senator Enete. I would certainly agree with that conclusion, from 
my limited observation. Now, just one last question: Is there any- 
thing that we can do, particularly with reference to California, to 
improve our export situation there, as distinguished from actions that 
would be taken, say for the whole country? Are there peculiarities 
about California, and you have returned there, that make it possible 
to improve the trade on the Pacific coast that we haven’t adopted yet, 
aside from these general programs that you have already mentioned ? 

Mr. Kearns. I think the general programs would help California 
as they would any other State. We have two or three special cases; 
for example, citrus, as does Florida. I think an increasing effort 
should be made to remove restrictions against the imports of citrus 
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products which could result in substantial sales. I think the same 
thing is true with movies, which is a big thing in our area, as you well 
know. Many countries restrict the importation of American movies 
or the return of the income derived from them, and I think that con- 
tinual pressure must be exerted on other countries to get them to 
remove these restrictions. 

There has been some progress made in this line, but I think it is 
something that must be done with great vigor over the next year or 
so. In most of the countries of the world today, there is little or no 
excuse for maintaining discrimination against sales from the United 
States or restrictions that are unduly difficult wtih us. Of course, we 
benefit greatly in world trade on the sale of cotton. As you know, we 
are the greatest cotton exporter by far. Webenefit substantially from 
that. I think with the development of the Orient as a market, and 
certainly it is going to develop as a market, Japan, in my opinion, is 
going to be one of the greatest markets in the world, because they have 
the ability to produce goods and sell it and create income; I think that 
California will do well in this world trade picture. 

Senator Eneir. Are you taking any particular interest in that since 
your recent return to California? And is there any organized effort 
in California directed specifically at removing trade barriers which ad- 
versely affect California products ? 

Mr. Kearns. No, I know of none. I haven’t been back long enough, 
Senator, to really do anything. 

Senator Ener. As soon as you get settled down, we will try to get 


you busy on it. Thank you very much. I appreciate your excellent 
statement. 


Thank you, Mr. Chairman. 

Senator Pastore. Do you have any questions, Senator Monroney ? 

Senator Monroney. Yes. 

Were you here yesterday when the Export-Import Bank outlined 
its so-called new program ? 

Mr. Kearns. No, I wasn’t. I heard about it. 

Senator Monroney. As an experienced man in this field, do you 
think this does any more or shows any improvement over what they 
have been flubbing around with in the past ? 

Mr. Kearns. I think it is an improvement, Senator, but I don’t 
think it is adequate. 

Senator Monroney. I got the impression from the testimony yester- 
day, and was somewhat critical of the short-term and intermediate- 
term financing, particularly with reference to guaranties, that they still 
were interested more in lending than they were in guaranties. This 
is sort of a hybrid operation that they think is perhaps beneath the 
dignity of a bank, and that they will never get off the ground with an 
adequate program as a part of the Export-Import Bank. It is going 
to take some other agency that is going after the business. Repeat- 
edly they sat here and said : Well, no one has come to us. 

Well, you would never have put FHA or any of those other programs 
over if you just sat there and waited for somebody outside to develop 
the program or assist them, or an easy routine of coverage of some of 
these necessary things that the rest of the world is able to give their 
exporters which we are denying to ours. 
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Mr. Kearns. I believe much more can be done. I would like to see 
it done, personally, by private business, which I think has the facili- 
ties to expend their export credit. However. I do think that the Gov- 
ernment has a responsibility to at least make us competitive with the 
other industrial countries of the world in assuming some of the risks 
that are unusual and peculiar to exports. 

Senator Monroney. That is just what we think. We think that 
if you can give them an umbrella against the catastrophe risk and 
against the political risk, which only government probably can do, then 
you can create a private insurance of commercial credit, having taken 
care of these two imponderables and uncontrollable risks. You can 
control your credit risk in the private insurance of accounts on the in- 
tegrity of the man to pay, but you can’t do anything about insuring 
against a revolution or devaluation or blocking of currency, or arth: 
quakes or floods, and things of that kind. It seems to me that if we 
are interested in this business we ought to have an automatic, blanket 
policy that the Export-Import Bank, or someone doing it, could let 
them buy that umbrella for about one-half of 1 perc cent for the cov- 
erage of these c atastrophic and political risks, and then let commercial 
credit go in and insure that rest of it. 

Mr. Kearns. It is my opinion, Senator, that this is a subject that is 
the responsibility of the Federal Government, because we must expe- 
dite the sale of American goods abroad if we are going to maintain any 
near equilibrium on our balance of payments. So I don’t think this is 
one of the things that we can just blindly sit back and say this is the 
responsibility of business; they ought to do it. 

If they don’t do it, I think you have to facilitate the extension of 
credit so that we can sell our goods. 

I think in this matter of short-term credit, especially, which you 
can see in an inspection trip abroad, you can see almost immediately, 
if you talk to foreign business people, you can see what the effect is: 
If you don’t extend short-term credit you don’t sell the goods. I think 
we have got to make sure that we do sell them. Now, whether it should 
be a Government instrumentality, whether we do it through the 
Export-Import Bank, or whatever, I think this is one of the responsi- 
bilities of the Government. 

Senator Monroney. You can’t be on about a 6 months’ wait-and-see 
basis. I mean, the customer ready to buy is not going to wait 6 months 
for shuffling through half a dozen Government ‘bureaus before he gets 
the answer; is he? To delay is to lose this business. The man who is 
wanting to buy something, a finished product or something else from 
this country, if he has got to wait for 6 months before this credit is 
approved, he is going to have bought from some other sellers that are 
knocking on the door with credit ready in their hands. 

Mr. Kearns. Well, we were in the position of having practically 
all the world’s markets in our hands, and every step that we take, 
where we retire from supplying a world market, it makes it that much 
more difficult to get back in later. I think the sooner we act on this 
the better off we are. 

Senator Monroney. I wouldn’t want the record to show, however, 
that it is my feeling that we have lost the world markets toa degree 
that we have because we have simply goofed on the job. I don’t accept 
that theory. I am just trying to. say that other nations which 
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grew lean and thin during the war years and during the recon- 
struction period and are now in the markets with good products and 
with an aggressive sales program and unless we take off our coats and 
improve all along the line—quality, salesmanship, terms, delivery, 
things of that kind—we are going to continue to see a deterioration of 
our export position. 

Do you agree with that? 

Mr. Krarns. Yes, sir. We have competition and vigorous compe- 
tition. 

Senator Monroney. In other words, it is not that our product or 
our ability has diminished so much, but the rest of the world has come 
up with it and is threatening to go beyond it. 

Mr. Kearns. We are accustomed with this in American business. 
Every businessman is accustomed to dealing with vigorous competi- 
tion. We have to do it on an international basis because we are no 
longer the only one to write the ticket—no longer the only one with the 
supply. 

Senator Pastore. Thank you, Mr. Kearns. We will now hear from 
Mr. Francis Scafuro. Let me first say how grateful we are to you for 
coming here to testify, Mr. Scafuro, and giving us the benefit of your 
experience and your knowledge in the field of imports and exports. 
You may proceed in any way you like. 


STATEMENT OF FRANCIS X. SCAFURO, CHAIRMAN PRO TEMPORE, 
NATIONAL COORDINATING COMMITTEE FOR EXPORT-CREDIT 
GUARANTEES, NEW YORK BOARD OF TRADE, INC. ; ACCOMPANIED 
BY STANLEY E. HOLLIS, FORMER CHAIRMAN OF BOARD OF 
AMERICAN FOREIGN CREDIT UNDERWRITERS, NOW SERVING 
THE NATIONAL COORDINATING COMMITTEE IN AN ADVISORY 
CAPACITY 


Mr. Scaruro. Mr. Chairman, members of the committee, I am 
pleased to testify on the subject of present export credit facilities and 
proposals for new mechanisms, specifically on export credit guar- 
antees. My name is Francis X. Scafuro, vice president, business rela- 
tionships, of the Bank of America, New York. 

I have been in the field of international trade financing for nearly 
37 years, 24 years with the Guaranty Trust Co. of New York, now 
the Morgan Guaranty Trust, 1 year with the Colonial Trust Co., 1 
year as Assistant Comptroller of the United Nations, and the last 
11 years with the Bank of America in New York. Particularly 
during the past 10 years have I been deeply concerned with our 
por ers’ financing problems. 

or the past 8 years I have been keenly aware of the need for a 
system of comprehensive export credit guarantees. In 1954 and 
1955 I initiated and participated actively in the work of a study group 
whose efforts led to the introduction of Senate bill S. 2256 for the 
establishment of a wholly U.S. Government-owned export credit 
guaranty corporation. That effort was shelved because Export- 
Import Bank announced a different program of financing on the basis 
of direct exporter credit lines. 

Nevertheless, I continued my interest in an examination of the 
subject of export credit insurance because I, along with many other 
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businessmen, was convinced of the ultimate need to establish a com- 
parable system of U.S. export credit guarantees. 

I therefore would like to make clear that I appear before you today 
not as an officer of the Bank of America, but chairman pro tem of the 
National Coordinating Committee for Export Credit Guarantees, a 
committee sponsored by the international section of the New York 
Board of Trade. ‘The membership of this committee includes execu- 
tives of manufacturing and mining companies, agricultural producers, 
exporters, and others interested in international trade in some 25 
States. A membership list is available as exhibit 1 of my prepared 
testimony. 

(The material referred to is as follows:) 


MEMBERS OF NATIONAL COORDINATING COMMITTEE FOR Export CREDIT GUARANTEES 


1. B. A. Olerich, vice president and treasurer, Abbott Laboratories International, 
Merchandise Mart Plaza, Chicago, II]. 
. Norman FE. Johnson, president, Admiral International Corp., 3800 Cortland 
Street, Chicago, Ill. 
H. W. Hands, vice president for international operations, American Hospital 
Supply Corp., 1740 Ridge Avenue, Evanston, Ill. 
Frank X. White, vice president, American Machine & Foundry Co., 261 
Madison Avenue, New York, N.Y. 
A. 8S. Ziegler, American Vapor, Inc., 25 West 43d Street, New York, N.Y. 
E. W. Mueller, treasurer, Amertool Services, Inc., Cincinnati, Ohio. 
A. Dickenstein, president, Ampal-American Israel Corp., 17 East 71st Street, 
New York, N.Y. 
. Irving Jay Fain, president, Apex Tire & Rubber Co., Pawtucket, R.I. 
. James G. Speer, assistant treasurer, Armour & Co., Chicago, Il. 
. Winston V. Morrow, Jr., executive vice president, Avis Rent-a-Car System, 
18 Irvington Street, Boston, Mass. 
. Carl C. Landegger, director-vice president, the Black-Clawson Co., 250 Park 
Avenue, New York 17, N.Y. 
. Evan M. Nelsen, treasurer, Boeing Airplane Co., Headquarters Offices, Post 
Office Box 3707, Seattle 24, Wash. 
. Rowland Burnstan, president, Borg-Warner International Corp., Chicago, IIl. 
. F. L. Donoghue, financial vice president, Brunswick International C.A., 623: 
South Wabash Avenue, Chicago 5, Ill. 
. William R. Landa, Burlington Industries, Inc., 1430 Broadway, New York, 
N.Y. 
. M. F. Mellinger, export manager, Cessna Aircraft Co., Wichita, Kans. 
. W. Lippin, vice president, Chemoleum Corp., 15 Moore Street, New York 4, 
. Chilewich Sons & Co., 120 Wall Street, New York 4, N.Y. 
. F. D. Smith, fiscal manager, Clark Equipment International C.A. (affiliate 
of Clark Equipment Co.), Buchanan, Mich. 
. Edward J. Rosenwald, vice president, Cohen, Dowd & Aleshire, Inc., 41 East 
42d Street, New York 17, N.Y. 
21. D. M. Bailey, vice president, Continental Emsco Co., Dallas, Tex. 
22. J. Deltoro, manager, international financing, Cummins Engine Co., Inc., Co- 
lumbus, Ind. 
23. R. H. Suger, assistant director, Curtiss-Wright Corp., 1271 Avenue of the 
Americas, New York 20, N.Y. 
24. P. ©. Foote, president, Cutler-Hammer International C.A., Caracas, Vene- 
zuela. 
25. H. K. Pedersen, treasurer, Fairchild Engine & Airplane Corp., Hagerstown 
15, Md. 
26. W. H. Ripken, export manager, Fairmont Railways Motors, Inc., Export 
Division, Minn. 
27. B. C. Saunders, secretary and sales manager, Gallmeyer & Livingston Co., 
Grand Rapids 2, Mich. 
28. N. Most, executive vice president, Getz Bros. & Co., 640 Sacramento Street, 
San Francisco 11, Calif. 


oo 


SPan For - 


—- pe 
no 


et et 
Ha 09 


_ 
ou 


fod fad 
am 


fot fat 
< 90 


8 


35. 
36. 
37. 


40. 
41. 
42. 
43. 
44, 


45, 
46. 





ade Pro 


wit tt ht wai fA 


~~ CG ww 


J 
S 





99 


FOREIGN COMMERCE STUDY 57 


99, C. G. McLaughlin, general credit manager, Harbison Walker Refractories 


30. 


9” 


33. 
34. 
35. 


36. 
. A. G. Zimmerly, vice president, Judson Sheldon International, Division of 


51. 


ro 


ve. 


Co., Pittsburgh, Pa. 
H. A. Stoller, director of export sales, the Heil Co., General Offices, Milwau- 
kee 1, Wis. 


. J. T. Dresher, vice president-finance, and treasurer, Hiller Aircraft Corp. 
D., 


Palo Alto, Calif. 

J. P. Sanders, Hooker & Sanders Export Corp., 40 Worth Street, New York 
18, N.Y. 

A. S. Abdirkin, assistant treasurer, Isbrandtsen Co., Inc., 26 Broadway, New 
York, N.Y. 

Joachim N. Simon, vice president, Israel Corp. of America, 18 East 41st 
Street, New York 17, N.Y. 

G. R. Holloway, Johnson & Higgins, 68 Wall Street, New York, N.Y. 

A. H. Miller, Johnston Pump Co., Pasadena, Calif. 


National Carloading Corp., 63 Vesey Street, New York, N.Y. 


. Ted H. Pfeiffer, Kahn-Pfeiffer Co., 50 Broad Street, New York, N.Y. 
. W. D. Browne, vice president, Kaiser Industries Inc., Oakland, Calif. 
. Jerome Kohlberg, president, Kane Import Corp., 10 East 40th Street, New 


York, N.Y. 


. C. M. Wooley, assistant treasurer, the M. W. Kellogg Co., 711 Third Avenue, 


New York, N.Y. 


. Wm. Hofman, assistant secretary, Koehring Interamerican Co., Milwaukee, 


Wis. 


. Harold J. Downes, assistant secretary, Lear, Inc., 3171 South Bundy Drive, 


Santa Monica, Calif. 


. E. M. Constable, assistant treasurer, Lockheed Aircraft Corp., Burbank, 


Calif. 


5. H. N. Stephan, Lucas Machine Division, Cleveland, Ohio. 
. M. J. Marchione, treasurer, the Lummus Co., 385 Madison Avenue, New York, 


N.Y. 


. Melvin Stone, president and general manager, Machine Affiliates, Inc., 485 


Fifth Avenue, New York, N.Y. 


. C. G. Hofreiter, vice president, Mack Trucks, Inc., 1000 South Second Street, 


Plainfield, N.J. 


. Richard J. Mayer, president, R. J. Mayer & Co., Inc., 111 Wall Street, New 


York, N.Y. 


50. E. H. Frink, director of finance, Merck Sharp & Dohme International 100 


Church Street, New York, N.Y. 
T. G. Ruttledge, vice president and secretary, McDonnell Aircraft Corp., 
Lambert St. Louis Municipal Airport, Box 516, St. Louis, Mo. 


R. W. Larson, treasurer, Minneapolis-Honeywell Regulator Co., executive 
offices, Minneapolis, Minn. 


. C. A. Tranter, assistant treasurer, Nordberg Manufacturing Co., Milwaukee, 


Wis. 


. Lincoln Stevenson, president, North American Leasing Co., Inc., 666 Fifth 


Avenue, New York, N.Y. 


. Joshua Morrison, secretary, O.D.C., Inc., 61 Broadway, New York, N.Y. 
. Sam White, Jr., president, Oliver International, S.A., 400 West Madison 


Street, Chicago, Il. 


. Tino Perutz, president, Omni Products Corp., 460 Park Avenue, New York, 


N.Y 


Sas Ashkenazi, president, Oriental Exporters, Inc., 350 Fifth Avenue, New 


York, N.Y. 


. Wm. Rudowsky, Owens-Illinois (International Division), Toledo 1, Ohio. 
. Benjamin Tan, E. Philip Corp., 40 Worth Street, New York 13, N.Y. 
. Walter W. Birge, export manager, Ranco, Inc., 601 West Fifth Avenue, 


Columbus 1, Ohio. 


. W. C. Bloom, treasurer and controller, Raymond International Ine., 140 


Cedar Street, New York, N.Y. 


. R. H. Gathmann, vice president, William Recht Co., Inc., International Divi- 


sion, 50 Church Street, New York 7, N.Y. 


. Wm. R. Scott, manager, Export Sales Division, Remington Arms Co., Inc., 


Bridgeport 2, Conn. 
Sdward S. Harris, treasurer, Rodney Hunt Machine Co., Orange, Mass. 


. H. C. Butterworth, export manager, The Russell Manufacturing Co., Middle- 


town, Conn. 
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67. W.H. Berg, vice president, Scripto Inc., Atlanta, Ga. 

68. H. F. L. Jordan, executive vice president, Slavenburg Corp., 26 Broadway, 
New York, N.Y. 

69. J. T. Shaw, president, Summit Industrial Corp., 120 Wall Street, New York 5, 
N.Y. 

70. S. S. Auchincloss, president, Tracerlab, Inc., 1601 Trapelo Road, Waltham, 
Mass. 

7a. 3. B. Rex, treasurer, U.S. Industries International, 250 Park Avenue, New 
York, N.Y. 

72. S. I. McCullough, controller, Van Norman Machine Co., Springfield, Mass. 

73. M. J. Salston, assistant treasurer, Von Kohorn International Corp., White 
Plains, N.Y. 

74. R. Edward Warn, vice president, Westrex Corp. (a division of Litton In. 
dustries), 111 Eighth Avenue, New York, N.Y. 

75. Stanley Shashoua, Westum International Corp., 680 Fifth Avenue, New 
York, N.Y. 

76. John A. Miguel, vice president, Zenith Sales Corp., Chicago, I11. 

77. C. Nussbaum, Solecoor, Inc., 250 West 57th Street, New York, N.Y. 

78. B. P. Lane, manager, export sales, Joy Manufacturing Co., 60 East 56th Street, 
New York, N.Y. 

The present committee was formed in 1959 for the purpose of de- 
veloping a concrete plan which would lead to specific measures for 
providing the U.S. export trade with credit guarantee facilities more 
comprehensive than are now available, with a view to increasing the 
sales of American products to buyers in other countries. 

We have all heard, I think, sufficiently during these past few days 
the problems confronting American exporters and the need to provide 
them with facilities that will make it possible for the American ex- 
porter to grant payment terms on a competitive basis. 

In their aggressive drive to regain and extend their prewar markets, 
the exporters of the United Kingdom, continental Europe, Japan, 
and other producing areas have recognized these expanding credit 
needs. To meet them, they have strengthened and improved their 
credit and financing mechanisms to the point where they are now 
generally better able to satisfy the justifiable commercial credit. re- 
quirements of oversea buyers than are most U.S. manufacturers and 
exporters, especially our medium and smaller sized firms. 

hippers Poth the United Kingdom, Western Europe, Japan, and 
most other exporting countries, as you have heard, are already well 
provided with such mechanisms. Today the United States is the only 
major industrial nation which lacks a comparable unified credit 
mechanism. This is a striking anomaly when we consider that the 
United States has a greater stake in foreign trade than any other 
country. 

Though exports and imports seem to be a relatively small portion 
of our gross national product, the jobs of more than 4 million Amer- 
ican workers, and the continued profitable operation of thousands of 
our farms, factories, mills, and other enterprises are directly or indi- 
rectly dependent on this export trade. 

American producers and exporters are gratified by the economic 
progress of other free world nations, as reflected in their increased ex- 

ort earnings and their strengthened currency reserves. As Amer- 
icans we welcome these gains. At the same time we feel that Amer- 
icans should have the same equipment as their trade rivals; they 
Should be provided with the same credit and financing tools which 
play such a decisive role in the oversea marketing of other countries. 

Since credit has been a major factor in the economic growth of the 


United States, it follows that the same financial aid is vital in the 
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development and maintenance of our oversea markets. More and 
longer term credits are required both in traditional export markets 
and in the newly developing areas. This creates for our exporters and 
their financing agencies a greater exposure to risks, not only the 
normal commerical risks but also the unpredictable political hazards 
which may prevent the orderly collection of foreign accounts re- 
ceivable. Hence, there is a real need for a well-administered, fast- 
acting and comprehensive guarantee system that will spread and 
mitigate these risks by the application of basic insurance principles. 

Senator Pastore. Is it your considered judgment, Mr. Scafuro, 
that this cannot be embraced within the structure of the Export- 
Import Bank, that we would need a separate institution in order to 
carry out this function, or do you feel that they are equipped both 
by law and by reserves and by facilities to embrace this responsibility ? 

“Mr. Scaruro. Well, my personal feeling, Senator, is that, proceed- 
ing on the general premise that private enterprise can usually do a 
better job, a more effective job, and since private enterprise appears 
to be ready to take up the task provided they are given the Govern- 
ment umbrella, I should think that we would give the task to private 
enterprise to perform. 

Senator Pasrore. Do you feel if you followed that procedure, in the 
long run it would be cheaper for the American taxpayer as well ? 

Mr. Scaruro. I have no doubt as to that. 

The sole objective of our committee is to work for the establishment 
of an American Export Credit Guarantee Corp. which will provide, 
for those U.S. producers and exporters who have need of them, ready 
access to credit guarantee facilities that are more comprehensive than 
anything now available or indicated in this country and that work 
as expeditiously and are not less effective than those already in use 
in other trading nations. 

The payment terms which American sellers are now required to 
extend to their oversea customers vary according to the financial 
responsibility and general creditworthiness of the buyer, according to 
the type of product sold, and according to the country of destination. 
Consumer goods are generally sold on short terms, from sight draft— 
equivalent to cash on delivery—to 6 months after shipment or after 
receipt of goods by the oversea buyer. Consumer durables, on the 
other hand, may take terms up to 1 year, and heavier equipment and 
capital goods may require a series of payments spread over 5 years, and 
in many cases much longer. 

Regardless of the good credit standing of the customer or the 
soundness of the destination country’s economic, political, and foreign 
exchange position at the time of acceptance of an order, certain credit 
risks are inherent and inescapable in every export transaction. 
These risks may be divided into three major categories—commercial, 
political, and catastrophic. I believe that these risks have been ade- 
quately described in the last few days. 

Senator Monroney. I wish you would describe them again. I 
think this is one of the things upon which we allow the Export- 
Import Bank to confuse us. While the committee is talking about 
political or catastrophic risks, they talk about wanting our commer- 
cial attachés to give them information. Now, if the U.S. Govern- 
ment does not have enough information on the hazards of the political 
risk in the various countries—and I don’t think all the commercial 
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attachés in the world can tell you when we are going to have an 
earthquake—they are begging the question and trying to avoid com- 
ing to grips with the very problem about which you are trying to 
testify a about which exporter after exporter has come in ‘and 
talked to us. 

Mr. Scaruro. I will be very happy to proceed on that basis. 

In the “political” risk category, the hazard most commonly experi- 
enced and most greatly feared i is that of a prolonged delay in convert- 
ing the oversea customer’s payment of the bill in his local currency into 
the equivalent U.S. dollars for remittance to the American creditor. 
We call this the exchange transfer risk. Other political risks include 
war between the country of the seller and that of the buyer, hostilities, 
civil war, rebellion, revolution, i insurrection, civil commotion or other 
disturbances in the buyer’s country; added handling, transport, in- 
surance, etc., charges occasioned by interruption or diversion of voy- 
age; imposition of unforeseen import licensing or other restrictions: 
other governmental action which prevents performance of contract 
by buyer or seller and which is not within the control of either of 
them. 

Catastrophe risks, of course, relate to such causes of possible non- 
payment as earthquakes, floods, general conflagrations, and other dis- 
asters which may affect ability to pay. These risks may not be in- 
surable for the exporter’s account and in protection of his receivables 
through the normal _ rine, fire, or other underwriting channels. 

Senator Pastore. Can he insure that kind of risk through private 
facilities without recourse to the Government? Catastrophic risks? 
I mean, can an American businessman today secure that kind of guar- 
antee in domestic business ? 

Mr. Scaruro. I don’t believe so. 

Senator Pastore. Why should it be extended abroad? I think the 
record ought to be explicit on this. Why should an American expor- 
ter receive a guarantee against a flood, which he cannot receive in New 
England, let’s say, when he makes a transac tion ¢ 

Mr. Scaruro. The risk that we are endeavoring to cover here relates 
to those hazards, such as those mentioned here, which might impair 
the ability of the buyer to pay. It has no reference to the destruction 
of goods or the goods that he: may have shipped, but the effects of these 
catastrophes may have shipped, but the effects of these catastrophes 
may temporarily affect his ability to liquidate his accounts payable. 

Senator Pastore. I am merely conc erning myself with boundaries 
of activity. Is there any such kind of insurance that an American 
buyer or an American seller can secure for his own business trans- 
action if he is doing business with another American within the 
country ¢ 

Mr. Scaruro. I believe we have some such coverage under the 
Small Business Administration. In catastrophes, risks from floods, 
fire, a man can obtain loans through the Small Business Adminis- 
tration. 

Senator Pastore. I am not quarreling with you but question you 
merely for the clarity of the record and to appease my own curiosity 
on this particular subject. We are talking here now about insuring a 
seller against catastrophic risks which involve floods, earthquakes, con- 
flagrations, and other disasters. We in Rhode Island have for a long 
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time tried to get some hurricane insurance. I realize it is not similar 
to what we are talking about, because this would be insurance against 
destruction of goods. Whether it is insurance against destruction of 
goods or insurance against the ability to pay, I think you have the same 
proposition. 

A man who is wiped out because all his goods are destroyed is in 
no better position to pay than any other man. We can’t get the 
Congress to come along with the thinking of the people in my part 
of the country to the effect that there ought to be some kind of Gov- 
ernment insurance for these hurricane risks. We say that that is too 
much Government interference. Yet it strikes me that we are setting 
up an international—an institution which renders this kind of pro- 
tection for an American seller, provided he sells his goods abroad and 
not domestically. 

I am trying to line that up in my own mind, why we should have 
that guarantee in one instance and not. have it in the other. 

Mr. Scarvro. Senator, I think at this point I might introduce Mr. 
Stanley E. Hollis, consultant to the National Committee for Export 
Credit Guarantees and former chairman of American Foreign Credit 
Underwriters of New York. That organization pioneered export 
credit insurance in the United States and from 1921 until 1932 in- 
sured the commercial credit risks of American exporters. It discon- 
tinued the export credit underwriting part of its operations in 1932 
because it was unable to reinsure or get U.S. Government support 
for its political and other noncommerciai risks, 

I would like to have Mr. Hollis, if he may, address himself to that 
particular os 

Senator Pasrorr. Would you, Mr. Hollis? I realize this may be 
a little strange to the very issue that we are addressing ourselves to 
as of the moment. But inasmuch as it has come up—this cata- 
strophic insurance or guarantees against a catastrophe—I was won- 
dering what the philosophy i is behind it? Why do we need it with 
relation to international trade when we don’t have it with relation 
to domestic trade? Is it because the countries which are in this com- 
petitive business are extending it to their own exporters and we must 
meet that competition, or is 1t because there is in fact a distinction 
between international trade and domestic trade when it comes to 

‘atastrophic insurance? That is my question, very simply. 

Mr. Hottts. I think the question is basically the same, whether you 
apply it to domestic credit extension or to international credit’ ex- 
tension. If a seller, whether he is selling here in the United States 
or whether he is selling in other countries, wishes to have a form of 
insurance protection against the possible hazards of nonpayment, he 
needs a complete protection which will assure him of payment of his 
accounts receivable, regardless of what may happen, whether it is 
economic, political, or catastrophic. 

Here in the United States it is possible for a seller to protect him- 
self against the noncollectibility of his accounts receivable within a 
predetermined time limit, regardless of the reason why his debtor is 
unable to pay. And that reason may possibly include losses resulting 
from these catastrophes that we speak of. So that we are only asking 
for the same kind of credit insurance protection abroad as is available 
in this country. 
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Senator Pastore. Thank you very, very much. That answers my 
question. 

Senator Monroney. Could I ask for a little amplification there, 
too? This type of catastrophic insurance, however, in a company 
operating on a 50-State basis, sometimes is not looked on as a necessity 
by a seller because you have got your own spread? In other words, 
your hurricane will hit only one State, perhaps, and you have got 49 
other States in which your accounts are not destroyed. 

Mr. Hotu1s. Correct. 

Senator Monroney. In the foreign field there is always a more 
difficult financing situation to begin with in insuring the commercial 
credit risk. If you are going into areas where you might have a large 
involvement of half a million dollars in accounts, the banks, while 
they could take the normal credit risk, are saying: “Well, I hear a 
lot about typhoons in Japan, and unless you can guarantee that risk 
as well, why, we will not wish to take it.” 

They are frightened of the oversea and distant points which are 
subject to these weather conditions. 

Senator Pastore. I don’t question that at all. I can see the real 
necessity of this on long-term engagements. Now, we have all been 
admitting here that on long-term engagements the E xport-Import 
Bank has been doing a rather good job. Now, we come into this field 
of shorter term credits, as distinguished from big capital outlays on 
projects that might need credit over a period of 5 years. We are 
talking now in terms of up to 180 days, which would mean maybe a 

carload of textiles, or it might mean some small machinery—that sort 
of thing—where the interchange is much more rapid. 

Now, in that particular instance would this kind of a guarantee 
or insurance be as necessary ? 

Mr. Hous. The same risk exists, whether it is short-term, medium- 
term or long-term. Of course, the risk multiplies with the duration 
of the credit. But the risk is inherent in every transaction as soon as 
you grant payment terms to a buyer. The same things can happen 
within 30 days or within 6 months or 3 years. So that the risk exists 
there. And from the standpoint of getting financing, it is equally 
necessary to have some protection against it. 

Senator Pasrore. Well, now, who is insisting on this? Are the 
banks insisting that the seller buy this kind of insurance? Or is the 
seller insisting that he get this kind of insurance? I know this: Every 
time you buy a home you have to go through the procedure of buying 
yourself a lot of protection. Sometimes you are paying for the same 
cost, even though that home was sold only yesterday to another pur- 
chaser who paid for it anyway. Now, is this something being insisted 
on by the banking institutions, or are the sellers insisting that they 
get this kind of protection ? 

Mr. Scaruro. Senator, I think, going back to the situation that 
any credit man finds himself in, whether he be in industry or in 
a bank, when it comes to the question of extending credit, he has to 
consider all of the risks involved. To the extent you leave these un- 
covered, you leave behind certain inhibitions. To the extent that you 
can, with the payment of a relatively small premium, spread that risk 
over a broad mass of business, thus relieving the individual lender of 
the potential risk that he may have a catastrophe there and bear the 
entire risk himself, I think you leave behind situations which would 
tend to restrict the extension of credit. 
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Senator Pasrore. The only reason I ask the question—and I hope 
I am not creating any implications here that might be distasteful or 
erroneous—is that we are trying to unshackle the American exporter, 
and I am wondering if the banking institutions of this country are 
insisting upon a certain kind of protection which they necessarily 
assume in the ordinary course of domestic business transactions, but 
impose in international trade where the burden becomes greater on 
the part of the American seller to the extent that he cannot meet the 
=. abroad ¢ na) ; 

Vho is insisting upon this kind of insurance? Is it the exporter or 
Se Nuakion institution that lends the money ? 

Mr. Scaruro. I believe that is primarily a problem of the demand 
of the exporter. I don’t think the American banks are lacking forti- 
tude in extending credit. I think they are as liberal as any banks 
anywhere in the world. 

Senator Pastore. Thank you. 

Senator Monroney. As I understand the theory of this proposal. 
it provides that an umbrella of a and politic al risk guaran- 
tees can be made available at a reasonable premium, yet are sufficient 
to cover the costs of the program, and that credit insurance companies 
will grow up under this umbrella. You then could obtain complete 
coverage, or a a policy you might say, against these con- 
tingencies. But to date I don’t believe there are any commercial com- 
panies that have ever engaged, even very strongly, in the insurance 
of these credits ? 

Mr. Scarvro. That is right. 

Senator Monronry. Now we are talking not only about 180-day 
¢ redit—w e are talking about intermediate c redits up to 5 years—— 

Mr. Scarvro, That is correct. 

Senator Monroney. For which a premium would be charged, and 
we say that there can be almost automatic coverage for these catas- 
trophic risks while the commercial company investigates the charac- 
ter of the buyer and gives the balance of the package. The seller, 
with the general Gover rnment policy covering him on the catastrophic 
and political risks would then just notify the bank that they have 
$500,000 cover on political and catastrophic risks and ask for the 
underwriting of the policy on the $500,000 commercial credit risk. 

Isn’t that the theory that this proposal comes to? 

Mr. Scarvro. I believe I can do a better job if I could give you the 
sense of the whole structure of this thing, because it is technical. 

Senator Pastorr. Don’t misunderstand me, I am not finding fault 
with anything. I am merely trying to get this clear on the record. 
I think it needs to be explained so there “will be no dispute about it. 
I am not saying there are ulterior motives involved here. I have 
made that abundantly clear. 

Mr. Scaruro. As an amendment to this statement, I present a 
chart—exhibit 2—which I recently prepared, summarizing the salient 
features of the world’s principal export credit insuring systems. 

My main purpose in formulating this chart was to show that the 
governments of some Western Europe an countries—and this applies 
equally to certain other countries not included in the chart—financially 
support their commercial insurers in providing their exporters with 
credit guarantees which encompass all unavoidable commercial, politi- 
cal, and catastrophe risks. 
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74 FOREIGN COMMERCE STUDY 


That is exactly the type of fruitful, cooperative effort between Gov- 
ernment and business which is envisaged in the proposed American 
Export Credit Guarantee Corporation, the principal features of which 
are outlined in the final column of my chart. With this statement I 
am submitting “Outline for Creation of an American Export Credit 
Guarantee Corporation”—exhibit 3—together with a reprint of chap- 
ter V, from a work which I published Tast year, entitled “Establish- 
ment of an American E xport Credit Guarantee Corporation,” taken 
from my study titled “American Export Trade Guarantees versus 
Political and Commere ‘ial Credit Risks” published in 1959—exhibit 4. 
The details of the organization of this corporation are, of course, sub- 
ject to such modifications as may be deemed advisable. A legal opin- 
ion as to the structure and precedent for such a federally chartered 
Export Credit Guarantee Corporation is provided in exhibit 9. 

(The material referred to is as follows :) 





EXHIBIT 3 
OUTLINE FOR CREATION OF AN AMERICAN Export CREDIT GUARANTEE CORPORATION ° 
STATEMENT OF THE PROBLEM 


With mounting competition making deeper inroads into tradi- 
tional markets for U.S. products, and with our current balance of 
payments deficit running at the rate of some $4 billion annually, 
there is urgent need for a positive action program that will main- 
tain and expand U.S. exports on a sound, healthy basis. Since the 
credit and financing facilities available to its traders are vital ele- 
ments in any nation’s export success, the plan herein outlined is 
designed to modernize and fully adapt American export credit 
equipment to the prevailing market conditions and to provide U.S. 
traders with work tools which they do not now possess but which 
are in effective use by all other leading exporting countries. 


PART 1. PROPOSAL 
1. Objective 

To make available to U.S. international traders and their financing institutions 
facilities comparable to those used to advantage by other producing countries, 
for securing guarantees against all type of credit risk-—commercial, economic, 
political (excluding exchange transfer) catastrophe, etc.—inherent in all export 
sales when payment terms are granted. 


2. The organization 


An insurance company, functioning on commercial lines, to be known as 
American Export Credit Guarantee Corporation, would offer to U.S. exporters 
and their oversea branches contracts of guarantee to protect their receivables 
(up to an agreed percentage) against possible nonpayment losses from commer- 
cial and/or noncommercial hazards, including prolonged exchange transfer 
delays and other payment defaults. Premium rates and contract conditions 
would be such as to make the operation self-sustaining, with income sufficient 
to cover losses and expenses, plus a fair return on invested capital. Guarantees 
would be assignable and could also be issued directly to banks and other institu- 
tions financing the insured transactions. 

38. Capitalization 

An initial paid-in capital and surplus of about $5 million. As the volume of 
business offered to the Corporation for coverage required larger underwriting 
eapacity, additional subscribed capital would be paid in. Capital would be sub- 
scribed primarily by casualty underwriters, bank affiliates, exporters, and other 
international trade interests. A pool of private insurers could be organized to as- 





1 This is a synopsis of ch. V of a study entitled, “American Export Trade Guarantees vs. 
Political and Commercial Credit Risks,” copyright, 1959, Francis X. Scafuro, Allendale, N.J. 


FOREIGN COMMERCE STUDY 75 


sume a major proportion of the liability for commercial credit risks. This would 
enable the proposed Guarantee Corporation to initiate its underwriting with a 
lower paid-in capital and surplus. 


4. U.S. Treasury support 


Because coverage of political risks—prolonged exchange transfer delays and 
other hazards resulting from governmental action beyond the control of exporter 
or importer—is conceded to be beyond the capacity of any one or any group of 
private underwriters, the proposal calls for enactment of legislation to provide: 

(a) that the corporation be federally chartered, and 

(b) that it be given standby power to borrow from U.S. Treasury or its 
designated Government agency, within predetermined global and country 
dollar limits, funds required to pay claims arising from political risks, 
should such claims ever exceed the corporation’s loss reserves established 
from its premium and other income to pay such political risk claims. 

Loss claims arising from purely commercial credit risks would be borne en- 
tirely by the corporation and its associated private underwriters and reinsurers. 


5. Eligibility of goods and payment terms 


Goods and services of all types, whether directly exported from the United 
States or produced in oversea branch or subsidiary plants, would be eligible 
for coverage, provided : 


(a) the commercial credit risk in all respects met good credit manage- 
ment standards, and 

(b) payment terms were consistent with the type of product sold, the 
custom of the industry and market, and other pertinent factors, including the 
exchange situation and the economic and political conditions of the destina- 
tion country at the time of acceptance of risk. 


6. Management 


Qualified financial and insurance personnel, experienced in international trade, 
would manage the Guarantee Corporation. Its Board of Directors would con- 
sist of representatives of export industry, commerce, finance, and insurance, with 
one Director representing the U.S. Treasury, U.S. Government participation in 
management would be limited, in effect, to veto power over the Corporation’s 
global “exposure limits,” by county, by length of credit terms, and by broad 
categories of goods covered. The U.S. Government would be concerned only with 
the control of maximum amount of exposure arising from coverage of those po- 
litical and other noncommercial risks for which the U.S. Treasury would, in 
effect, be granting standby reinsurance. Since the U.S. Government would not 
be concerned with analysis or determination of commercial credit risks, and 
would not be directly involved in writing specific contract conditions or in opera- 
tion of the facility, the danger of political repercussions from debtor countries 
would be avoided. However, the Corporation’s management would have ade- 
quate access to governmental sources of pertinent economic and political data 


vital to the formulation of sound underwriting judgments, particularly in the 
coverage of political risks. 


PART 2. PROGRAM OF ACTION 
7. Pilot corporation 


It is believed that legislators and certain Government executives in Washing- 
ton will support this proposal and be willing to sponsor the necessary legisla- 
tion, provided the U.S. manufacturing, exporting, financing, insurance, and 
other interests concerned express sufficient interest in the proposed facility. As 
a first step, it has been suggested that a group of U.S. concerns, diversified and 
representative of export industry, commerce, and finance, take the initiative by 
organizing on a pilot basis an American Export Credit Guarantee Corp., with 
the objectives herein outlined. 

This pilot corportion would not actually put the guarantee plan into operation. 
It would serve primarily as a demonstration of good faith and intent. It is 
suggested that 100 or more representative American firms each subscribe a 
nominal capital sum (say $1,000 each), with the proviso that this capital is to 
remain intact and that the services, legal or otherwise, of any person or firm 
connected with this pilot corporation shall be rendered without charge to the 
corporation. (Already more than 60 firms have agreed to subscribe to this 
fund. Other offers to subscribe, even though conditioned on subsesquent official 


confirmation, will be a potent aid in submitting to Washington concrete evidence 
of need and support for this program.) 
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8. Educational and working fund 


All firms, individuals, and others directly or indirectly involved in U.S. 
international trade, have been invited to contribute to an educational and work- 
ing fund, to finance printing, mailing, and other essential costs to enable the 
committee * to present this plan to individual firms, bankers, chambers of com- 
merce, and other trade and industry groups on a nationwide scale. Though the 
response to date has been gratifying, the volume of work ahead clearly indi- 
cates the need for continued financial support, and further contributions are in- 
vited. Suggested contribution is $100. 

9. As indicated above, a representative nucleus of interested companies in 
the major industrial and exporting centers has already agreed to support the 
proposals and to participate in the formation of the pilot corporation as out- 
lined in pargraph 7. The question now under consideration is whether legal 
counsel should be engaged to draft the necessary documents to incorporate the 
pilot Guarantee Corp. under the laws of an appropriate State. 

10. Having organized the corporation, a select committee of the incorporators 
could then proceed to secure U.S. Treasury and other appropriate U.S. Govy- 
ernment support for enactment of legislation to enable the pilot corporation to 
be reorganized and expanded into an operating concern by acquiring its Federal 
charter as outlined in paragraph 4 above. 

Regardless of whether you have immediate need for this comprehensive export 
eredit guarantee facility, it is to your advantage to join in this effort to have 
it made available and in working order, ready for use, as and when you do need 
it. Hence, self-interest warrants your active participation. 


ExHIsIT 4 


CHAPTER V.’ ESTABLISHMENT OF AN AMERICAN Export CREDIT GUARANTEE 
CORPORATION ? 


In November 1954, when it was announced its export credit lines programs, the 
Export-Import Bank of Washington said: 

“The recent shift in international trade conditions from a seller’s to a buyer’s 
market abroad, the increasing importance of export markets to U.S. mann- 
facturers because of expansion of plant capacity, and the increasing credit com- 
petition offered by foreign manufacturers based on assistance provided by their 
governments are the factors which have led the Export-Import Bank to the 
use of exporter credit lines to expedite the extension of assistance to U.S. 
exporters of capital goods without sacrificing sound principles of finance.” * 

Since that time, export markets have continued to be no less vital to American 
industry, the trend toward a buyer’s market has become more pronounced, and 
American exporters not only of capital goods but of many other types of 
products have felt the mounting impact of the credit competition of foreign 
manufacturers, reflecting in no small degree the expanded credit and financing 
aids provided by their governments. Especially in the area of comprehensive 
export credit guarantees have world market suppliers of other nations been 
more firmly supported in meeting the requirements of oversea buyers for liberal- 
ized payment facilities. 

In Canada, the United Kingdom, in virtually every Western European country, 
in Japan, even in Australia, Israel, and South Africa, it is a relatively simple 
matter for an exporter to insure his accounts receivable against nonpayment 
risks of both commercial and political origin. Only in the United States, the 
nation which has by far the greatest stake in international trade, are suppliers 
unable to obtain comparable overall protection. 

It is the purpose of this discussion to indicate the means whereby the U.S. 
exporter, his commercial bankers, and other private financing agenices can be 
given access to comprehensive credit guarantees, on a self-sustaining basis, 
through the establishment of an American Export Credit Guarantee Corporation. 





2 National Coordinating Committee for Export Credit Guarantees, Francis X. Scafuro, 
chairman pro-tem. 

1 This is a reprint of chapter V of a study entitled, ‘American Export Trade Guarantees 
vs. Political and Commercial Credit Risks, copyright, Francis X. Seafuro. 1959. 

2The absence of footnotes in this chapter is due to two factors: (1) It is based on the 
a underlying the preceding four chapters; (2) it is very largely an original piece of 
work, 

> Foreign Commerce Weekly, U.S. Department of Commerce periodical, Nov. 22, 1954. 
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CREDIT INSURANCE DEFINED 


Essentially, export credit insurance is an organized system for indemnifying 
or guaranteeing the individual exporter against loss, from a fund to which many 
exporters exposed to the same risks contribute specific amounts in the form of 
premiums. By spreading and sharing the common risks through this insurance 
medium, the losses sustained by the relative few are readily absorbed by the 
group. If the credit risks in export trade can be covered at reasonable cost, 
this type of insurance can play a useful and constructive role in a world trading 
economy, the maintenance of which is increasingly based on commercial credit. 

Export credit insurance does not encroach upon the field of international trade 
financing. It does, however, make it easier for the exporter to obtain the financ- 
ing he needs through the established banking and other appropriate channels, 
with a mitigation of the risk for the financing institution. The growing popu- 
larity and the broader use of this form of insurance in other countries is 
prima facie evidence of its practical utility and value and suggests the desira- 
bility of an openminded objective reappraisal of its potential application to the 
immediate and foreseeable credit and financing needs of the American export 
trade. 

The proposal here outlined for the establishment of an American Export 
Credit Guarantee Corporation is offered, not as the attempted portrayal of a 
finished, perfected structure, but rather as the suggested framework of a 
mechanism, capable of step-by-step development to the point of efficient operation. 
If its thoughtful, objective appraisal by competent judges establishes the 
validity of its basic principles, then any imperfections in the plan will more 
than likely be remedied from their constructive suggestions. The end product 
of this combined study should be an added facility that, within the standards 
of sound credit and financial management, will aid in overcoming some of the 
existing roadblocks to the maintenance and improvement of the American 
exporter’s position in oversea markets. 


ORGANIZATION PRINCIPLES 


In sum, these are the general characteristics of the proposed organization: 
1. Name 


American Export Credit Guarantee Corporation (hereafter called the Corpo- 
ration). 


2. Corporate status 


Legislation should be enacted by the Congress of the United States to grant 
the Corporation a Federal charter which would include in its provisions the 
Corporation’s right to borrow from the U.S. Treasury (either directly or through 
a designated U.S. Government agency, e.g., Export-Import Bank of Washington) 
for a specific purpose, under clearly defined terms and conditions. 

8. Operating headquarters 


The Corporation’s operating headquarters would be in New York City, with 
branch offices or agencies in other principal industrial exporting centers, to 
provide efficient nationwide service to the export trade as and where needed. 
4. Capitalization 

Initial authorized capital, $150 million, with provision for this to be increased 
as required. 

Initial subscribed capital, $50 million. 

Initial paid capital, $5 million (plus $500,000 paid surplus). 

5. Stock ownership 


A majority stock ownership (at least 51 percent) should be held by American 
insurance interests, especially in the field of casualty insurance, of which credit 
insurance is one branch. It would be desirable for a substantial stock ownership 
to be taken by companies writing credit insurance, their underwriting and man- 
aging agents, reinsurers, and related interests. Banking and financing institu- 
tions active in the international trade field, their subsidiaries and affiliates, 
should also form part of the majority stock interest. The remaining 49 percent 
or less of the shares should be held by manufacturing, trading, transportation, 
and other entities engaged in the conduct or servicing of the export trade. Public 
subscription to the shares of the Corporation might be considered desirable and 
arranged for, but the preponderance of the ownership should be in the types 

56472—_60——_6 
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of stockholders above suggested, as this group has both the vital interest and the 
experience and know-how to formulate sound management policies and to assure 
their execution. 
6. Management 

The Corporation’s management should be vested in a Board of Directors, care- 
fully selected and truly representative of financial, insurance, manufacturing, 
and mercantile interests—individuals of recognized ability and experience in 
their respective spheres of American international trade, insurance, and finance, 
The Board should include an appointee of the Secretary of the Treasury to rep- 
resent the public interest and to serve in a liaison capacity with the appropriate 
U.S. Government departments and agencies in the coordination of overall credit 
policies. 

A Business Advisory Committee, its members selected by the Board of Direc- 
tors, would serve in a consulting capacity to assist in the formulation of rules 
and regulations. This Committee would be representative of large, medium, 
and small business firms, directly or indirectly engaged in the export trade, and 
of the different geographical areas, trade and industry associations, and other 
interests concerned. 


7. Legal liability limits 


The Corporation would be empowered to issue contracts of insurance or rein- 
surance covering export credit risks only, provided that the Corporation’s aggre- 
gate liability under policies outstanding and in effect at any one time would not 
exceed in amount 15 times its paid-in capital and surplus. Assuming an initial 
subscribed capital of $50 million, this would provide for potential guarantees 
of 15 times that amount, or $750 million. As the initial paid capital would be 
but $5 million, the liability limit at inception of business would be $75 million. 

Calls for payment of additional capital would be issued only as 'the volume 
of business developed the need for it. The authorized capital figure of $150 
million, multiplied by the proposed maximum exposure limit of 15 times capital, 
would afford a base for a maximum legal liability of $2.25 billion. This would 
appear to be adequate, since the experience of both the British and the German 
export credit guarantee organizations is that not over 15 percent of the total 
annual exports of their respective countries is insured under their policies.‘ Pro- 
jecting a proportional experience in the case of an American export credit guar- 
antee system, at the 15-percent ratio, a $2.25 billion exposure potential would 
provide for guarantees on commercial exports from the United States of $15 
billion, which is just below the present figure. (A substantial proportion of 
U.S. commercial exports is financed under bankers’ credits or by other methods 
which eliminate the need for credit guarantees. ) 


8. Explaining the 15 to 1 ratio® 


No time-tested formula exists for precise determination of the exact ratio of 
maximum liability to invested capital that would assure the absolute safety of 
the proposed type of underwriting operation. Insurance carriers of all types 
have to depend mainly on premium rate adjustments to assure that premiums 
over the longer term adequately cover losses, and the proposed Corporation would 
follow this same principle. However, in suggesting the 15 to 1 ratio as a starting 
point, the following considerations have governed: 

(a) There should be economy in the amount of capital employed, to assure 
its most productive use, to minimize the premium charges in order to attract 
the largest possible offering of desirable business to be guaranteed and to 
provide for a fair return to the stockholders. 

(b) Commercial credit loses on export sales, under normal good credit 
management, average less than 1 percent. The Corporation, like all other 
credit insurers, would require the exporter to exercise ordinary business 
prudence in his selection of customers, determination of credit limits, pay- 
ment terms, etc., and to always retain some reasonable financial interest 
in each insured account. As its own underwriting experience and credit 


Source: Letters received from the Export Credit Guarantees Department of Great 
Britain, London, and from Hermes Kreditversicherungs-Aktiengesellschaft, Hamburg, Ger- 
many, in answer to the writer’s request for information (see ch. IV). 

*Statement from American Credit Indemnity Co. of New York, Baltimore, Md., that, 
based on its credit underwriting experience dating from 1893, a ratio of 15 to 1 is 
considered very conservative (personal interview). 

Statement by Mr. Philip Gray, director, Foreign Department, Foreign Credit Inter- 
change Bureau, National Association of Credit Men, New York, personal interview: “Bad 
debt losses in international trade or export sales are considerably and constantly below 
those experienced in domestic trade, even when export and domestic credits are handled 
by the same individual.” 
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control mechanisms developed, the Corporation would automatically extend 
to its clients loss prevention and credit protective services that should fur- 
ther reduce avoidable losses and lead to premium rate reductions. 

(c) Loss claims paid by reason of prolonged exchange transfer delays 
and other noncommercial causes would be, for the most part, ultimately 
recoverable from the insured debtors or their governments. Frozen re- 
ceivables due to exchange transfer embargoes are eventually unblocked with 
resumption of dollar remittances and sometimes with interest included to 
cover the waiting period. 

(7d) A guiding precedent, at least in some measure, as to the ratio of 
capital to outstanding liability is found in the Edge Act, under section 25(a) 
of the Federal Reserve Act. This provides that a member bank may estab- 
lish a foreign financing corporation with authority to issue debentures to 
an aggregate amount of 10 times paid capital and surplus. Such debentures 
are direct obligations definitely payable at their maturity. In contrast, the 
obligations to be assumed by the Guarantee Corporation would be of a 
contingent nature. Should its commercial credit losses reach 1 percent, 
these would be covered by the Corporation’s premium reserves, beyond 
which it would have recourse to its capital funds. The ultimate loss ratio 
on noncommercial risks should also be covered from the Corporation’s sep- 
arate premium reserve earmarked for risks of that category. Pending 
replenishment of this reserve through resumption of dollar exchange re- 
mittances, etc., however, temporary borrowing from the U.S. Treasury by 
the Corporation could be necessary. (This point will be developed later.) 

(ce) Even assuming the exhaustion of all premium reserves and capital 
funds, the 15 (of guarantees outstanding) to 1 (of net worth) ratio would 
still support full payment of loss claims in excess of those reserves to a 
total of 6.66 (624) percent of the Corporation’s maximum liability on 
receivables underwritten—a loss ratio believed to be far beyond anything 
yet experienced in export trade. 

9. The need for U.S. Treasury support 


It is most desirable that American export trade and finance in all its phases 
be kept within the domain of private enterprise and that further incursions by 
the U.S. Government into this field be held to the irreducible minimum. But 
whereas commercial credit risks in export are actuarially measurable and can be 
underwritten by commercial insurers, the insurance of exchange transfer and 
other political and catastrophe hazards is conceded to be beyond the scope of 
private enterprise and can be undertaken by it only with support from a Govern- 
ment fund, That is why it is proposed that the corporation be given emergency 
power to borrow U.S. Treasury funds for the sole purpose of enabling it to pay 
losses arising from political and other noncommercial risks in the event that such 
losses should exceed its ‘“‘political risk’ reserves. Specifically, it is proposed 
that, if at any time moneys in the corporation’s political risk guarantee reserve 
fund are not sufficient to pay its liabilities under its political risk guarantee 
contracts, the corporation would be fully authorized and empowered to borrow 
from the U.S. Treasury or its designated agent, and the Secretary of the Treasury 
or his designated agent would be authorized and directed to lend to the corpora- 
tion the funds required to pay legitimate loss claims under political risk con- 


tracts. As collateral for such loans, the corporation would pledge the relative 
frozen receivables to the U.S. Treasury. 


SEPARATE RESERVES FOR (A) POLITICAL AND (B) COMMERCIAL RISKS 


(A) Political risk reserve.—The corporation (after deduction for its overhead 
expense, taxes, etc.) would credit its net “exchange transfer and political risk” 
premiums to a separate reserve account to provide for payment of claims arising 
from losses caused by the directly related risks. 

(B) Commercial risk reserve.—Losses arising from commercial credit risk 
claims would be paid out of reserves accumulated from premiums for coverage 
of commercial risks and/or from other corporate assets except those especially 
reserved for noncommercial credit risks coverage. No recourse would be had to 
U.S. Treasury borrowing for payment of these commercial risk claims.’ 


7 By statutory provision the corporation might be designated as the U.S. Government’s 
underwriting agent for specially negotiated all-risk guarantees (i.e., covering both ‘‘polit- 
ical’ and commercial credit risks) on specific transactions with foreign government and/or 
their agencies, which transactions may not meet commercial credit standards or which 
may involve considerations which serve the national interests. Liabilities of the corpo- 


ration incurred in acting in this agency capacity would be excluded from the 15-to-1 
ratio as applied to normal underwriting. 
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Over the longer term, the corporation’s reserve for noncommercial risks 
should build up to the point where progressively less reliance would be placed 
on Government aid to meet the loss claims in this category. 


ABSORPTION OF PREMIUM COST 


“How does an exporter absorb these guarantee premium costs?” The experi- 
ence of export credit guarantors in other countries is that the premium cost 
may be substantially offset by a finer (lower) bank financing charge for a re- 
ceivable so guaranteed: an insured draft becomes in effect “three-name paper.” 
All or a part of the premium cost is sometimes passed on to the buyer in pricing 
the goods. In countries where local interest rates are high, this in effect gives 
the buyer access to relatively low cost credit. 

The principal export credit guarantee systems in other countries generally re- 
port that they have paid their way without government subsidy. Their pre- 
miums have covered losses and operating costs and have provided loss reserves 
which have so far been adequate for all needs. 

Loss claims resulting from exchange transfer delays in some countries have 
temporarily drained the reserves of some export credit guarantee organizations, 
creating deficits, but all claims paid against such “frozen receivables” are 
eventually fully recovered. The operating results for coverage of commercial 
credit risks can be more precisely and scientifically controlled; therefore, this 
part of the export credit underwriting should present no serious operating 
problem. . 


GEOGRAPHICAL AND OTHER FORMS OF RISK DISTRIBUTION AND LIMITATION 


Within the legal liability limits set forth in paragraph 7, sublimits as to 
aggregate permissible outstandings by country would be established in agreement 
with the U.S. Treasury or its designated agent. At its discretion the U.S. Treas- 
ury or its agent would have the prerogative of directing the Corporation to 
increase or decrease its exposure limits in specific countries to conform with 
changing economic, political, and balance of payment conditions and trends. 
Such adjustments would not affect guarantees already issued or committed on a 
preshipment basis. Within the agreed limits the U.S. Treasury would be 
firmly committed to honor the Corporation’s applications for loans to pay its 
political and exchange transfer risk claims. Such loans would be liquidated 
out of eventual collection of the insured “frozen receivables” and/or from future 
premium income on “political” risk contracts. 

The Corporation would, at its discretion, also control its overall exposure limit 
by country by: 

1. Lowering or increasing the insured percentage of each account, and/or by 
2. Varying its premium rates to conform with the risk element involved. 


THE RISKS TO BE GUARANTEED 


Political risks.°—Political risks mean the risks of any governmental action 
interfering with the payment for an insured transaction within a stipulated time 
period after due date in accordance with the agreed contract terms, including: 

1. Restriction of the convertibility inte U.S. dollars of currency of the country 
to which the goods or services guaranteed were exported ; 

2. Incurring of irrecoverable extra delivery charges occasioned by diversion of 
voyage caused by occurrence of events described in paragraphs 5 or 6 below: 

3. Imposition of licensing requirements, quotas or embargoes, or discriminatory 
increases in tariff rates payable by the exporter for goods delivered in the country 
involved or sufficient to excuse the importer under applicable law from completing 
his purchase of such goods; 

4. Requisition, expropriation, or confiscation by action of the government of a 
foreign nation of goods which are covered by a guarantee contract ; 

5. Occurrence of war between the destination country and the United States ; 

6. Hostile or warlike action, in time of peace or war, including action in 
hindering, combating, or defending against an actual, impending, or expected 
attack. 

(a) by any government or sovereign power (de jure or de facto); or 
(b) by any authority maintaining or using military, naval, or air forces ; or 
(c) by any agent of any such government, power, authority, or forces; or 


8 Adapted in part from U.S. Senate bill 8. 2256, 84th Cong., 1st sess., June 16, 1955. 
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7. Civil war, revolution, rebellion, insurrection, or civil strife arising there- 
from, or action taken by governmental authority in hindering, combating, or de- 
fending against such an occurrence; or 

8. An order of any government or public authority, de jure or de facto, con- 
fiscating, expropriating or requisitioning such property ; or 

9. Any other cause of nonpayment loss due to governmental action which is 
beyond the control of the exporter or the foreign buyer and which is not insurable 
by the Corporation as a commercial risk. (Note: This would exclude insol- 
vency of or the protracted defaut of the buyer, but could be defined to include in- 
solvency if such insolvency could be proven to have directly resulted from a de- 
valuation of the buyer’s currency caused by action of the government of the coun- 
try of destination when the devaluation was 10 percent or more in any one year.) 

Commercial risks.—Commercial risks include: ° 

1. Bankruptcy or insolvency of the insured debtor, including protracted default 
(6 months after original or extended due date), including insolvency or default 
eaused by depreciation or devaluation in the currency of the debtor’s country, 
provided such depreciation or devaluation is below 10 percent in any one year. 

2. Failure of the insured debtor to pay the guaranteed account when such non- 
payment is due to the approved debtor’s insolvency or protracted default (as 
hereinafter defined). 

Insolvency.—The insured debtor shall be deemed to be insolvent when: 

(a) Heis declared bankrupt; or 

(b) He has made a valid assignment, composition, or other arrangement 
for the benefit of this creditors generally ; or 

(c) A receiver, judicial administrator, or similar person, has been ap- 
pointed by a court or other government official to manage his estate; or 
if an incorporated body : 

(a@) An order has been made for compulsory winding up; or 

(e) An effective resolution has been passed for voluntary winding up, pro- 
viding that such resolution is not merely for the purpose of reconstruction 
or amalgamation ; or 


(f) An arrangement binding on all creditors has been sanctioned by the 
court: or 


whether incorporated or unincorporated : 
(g) Such conditions exist as are equivalent in effect to any of the fore 
going conditions. 

Protracted default——The failure of the insured debtor to pay to the party 
guaranteed or his assignee within 6 months after due date of payment the gross 
invoice value of goods of which delivery has been duly accepted by the said in- 
sured debtor. 

The Guarantee Corporation, in fixing its premium charges would separate the 
two classes of risks: (a) commercial credit risks, and (b) noncommercial, in- 
cluding political and exchange transfer risks. 

With respect to the commercial credit risks, the Corporation would have com- 


plete discretion and flexibility in evaluating the degree of risk and fixing its 
premium rates accordingly.” 


HOW THE GUARANTEE CORPORATION WILL OPERATE 


The Corporation would be authorized to enter into guarantee contracts with 
respect to exports in order to insure against any loss arising from nonpayment 
due to a debtor’s insolvency or protracted default or to exchange transfer and 
other specifie risks in connection with the export or agreement to export goods 
and/or services of U.S. origin, provided that the term of any such contract 
would not exceed 7 years, subject to renewal or extension for additional periods 
of not exceeding 1 year per renewal or extension. Guarantee contracts would 
be issued either to the direct suppliers of the goods and/or services or to the 
banking or other institutions financing the guaranteed credits and would be 
assignable in accordance with regulations to be issued by the Corporation. 

(a) For such guarantee contracts, separate premiums would be charged 
for commercial risks and for political and other risks in amounts fixed 
from time to time by the Corporation’s Board of Directors. Such premi- 


® Adapted from “Contracts Policy,” Export Credits Insurance Corp. of Ottawa, Canada. 
The cost of coverage: The rates of premium charged by other countries have ranged 
from about one-fifth of 1 percent to 8 percent (flat) of the insured unpaid balance of the 
invoice, depending on such factors as length of credit, country to which goods are shipped, 


credit standing of the buyer, whether buyer is a government or a private individual, type 
of goods involved, and risks insured against. 
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ums would be sufficient to make the guarantees self-supporting, but would 
be designed to make the guarantees available on as broad a scale as possible 
to carry out the objectives of the Corporation. 

(ob) The Board of Directors would establish liability limits under the 
guarantee contracts in relation to (1) categories of goods covered by the 
guarantee contract, (2) countries of destination, and (3) terms of payment. 

(ce) All contracts would require the guaranteed creditor to retain at his 
own risk a specified minimum percentage of each insured transaction. The 
Board of Directors would have authority and discretion to vary this re- 
tained percentage above that minimum with regard to any specific transac- 
tion, type of risk, country, ete. 


CAPITALIZATION——-EARNINGS 


As indicated, the Corporation’s initial paid capital would be $5 million, with 
paid surplus of at least $500,000. 

After taking care of organization expenses and providing for a working cash 
fund, the remainder of the paid capital and surplus would be invested in income- 
producing securities. 

The Corporation’s premium income may be expected to build up rather slowly 
at first, accelerating in volume as the guarantee protection and service become 
widely known and understood by the exporting community and by its bankers 
and other financing organizations. A reasonable expectation would be for the 
Corporation, after its first year or so of operation, to be guaranteeing receiv- 
ables of gross value between $100 and $200 million. On short and intermediate 
term credits, from sight draft to 1 year’s payment terms, the premium rate 
should average 1% percent of the invoice value, though with the exporter 
always retaining at least 15 percent of each risk, this would make the actual 
average premium rate (as a percentage of the Corporation’s maximum ex- 
posure) slightly over 1% percent. 

Assuming, however: (a@) an average premium rate of 1144 percent (1 percent to 
cover the commercial risk and one-fourth percent to cover the exchange transfer 
and other noncommercial risks), and (0b) that this average rate applies to cover- 
age of short and intermediate term transactions ranging from sight draft or 
short-dated open account and time draft terms not exceeding 1 year,” and 
further assuming (c) that the 144 percent average rate on these insured transac- 
tions is charged, not on the gross invoice value, but on the 85 percent of the value 
of each account (which represents the percentage insured by the Corporation), 
the underwriting result should work out somewhat along the following lines: 


Based on: 
CS Be) a a ad Tale a ba Eocceth tis be cll = _ $5, 000, 000 
Maximum exposure limit (ratio 4631)... ahead A epeats: tannin. 75, 000, 000 
1. Gross value of all accounts underwritten in 1 year___- __.. 150, 000, 000 
2. Insured liability on above (85 percent cover) ~_._____-_-~--~- 127, 500, 000 
* 


- 
~ 


Assuming an average of two turnovers per year on accounts 

insured, this reduces the corporation’s maximum exposure 

at any one time to 50 percent of No. 2, or_____----------- 63. 750, 000 
4. At average comprehensive premium rate of 14% percent (1 percent 
for commercial risk plus one-fourth of 1 percent for political 
risk) charged on the insured portion only, 14 percent of 
$127,500,000: gross premium income 


1, 593, 750 


Deduct : 
Operating expense—35 percent of gross premium income (a 
liberal allowance) -—_-__-___-__-----__ Soa aed 57, 812 
Loss reserve—1 percent of maximum exposure of $63 3,750,000. : 637, 500 
Total operating expense and loss reserve______~_~- ee eD oh.“ By 195, 312 
Leaving gross underwriting profit (pretax)’ (just under 8 percent 
Si BO COG 00 -aerenl Lu his 2 Se es 398, 438 


1The Federal charter might include a provision to exempt the corporation from income 
tax, but provide for tax withholding on any dividends paid. 


Note.—Investment income is not considered in the above projection. 


11Premium rates on transactions involving terms extending beyond 1 year would be 
higher in some proportionate degree. 
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This estimate of an 8-percent gross underwriting profit (before taxes), 
exclusive of investment income, seems conservative. With good underwriting 
and management, the actual loss claims to be paid out under the guarantees 
should not exceed three-fourths of 1 percent, based on the corporation's total 
exposure at one time. 

In addition, investment income would accrue from dormant capital funds not 
needed in the operation of the business, to which would be added premiums 
paid in advance by policyholders. The guarantee contract could provide for 
at least one-half of estimated annual premium income to be paid in advance. 
On the basis of gross annual premium of $1,593,750, the corporation would 
then have available for investment in income-producing securities approxi- 
mately $796,875 of its clients’ funds, in addition to the unemployed portion of 
its own paid capital and surplus. Assuming this dormant capital and surplus 
to be $5,250,000, plus prepaid premiums of $786,875, this would give the corpora- 
tion a total investment portfolio of better than $6 million. At an average 3- 
percent yield, this would add $180,000 to the corporation’s pretax earnings. 

Consideration should be given to the need or desirability of providing for 
payment to the U.S. Treasury of some commitment fee for “standing by” to 
make loans up to predetermined maximums to cover claims arising from political 
and exchange transfer risks. Exposure limits and premium rates for political 
risk cover, by individual country, should be established by the corporation, but 
concurred in by a representative of the U.S. Treasury. 


WHAT THE GUARANTEE CORPORATION WILL ACCOMPLISH 


There is no thought that the establishment of a comprehensive export credit 
guarantee system as here outlined would in any sense provide a panacea or 
eureall for the multiple and complex problems involved in export trade credits 
and financing. However, if both the commercial and the exchange transfer 
and other risks specified are substantially covered, reasonable assumptions as 
to the resulting tangible benefits are: 

1. Being guaranteed against the risk of being “frozen in” with respect 
to any individual country, the exporter would be more free to increase his 
worldwide exposure. Thus, two concepts are blended: Stabilizing or as- 
suring trade in one market would encourage or liberate the exporter to ex- 
pand his business in other, and possibly better, markets. 

2. More adequate payment terms and credit facilities could be offered— 
always within prudent limits. 

3. At least some commercial and private financing institutions would view 
more favorably the undertaking of additional longer term export financing. 

4. More private capital would be attracted to the export trade financing 
field, once the unpredictable political and otherwise uninsurable risks were 
substantially removed. 

5. Recourse export financing of certain types should be more acceptable 
to the commercial banks. Nonrecourse financing, so much desired by many 
exporters, would become available to the extent that commercial banks and 
finance companies can shift some or all of the responsibility to the oversea 
buyer, to his local banks or other guarantors, and/or to the proposed 
Guarantee Corporation. The creditworthiness of oversea debtors can be 
appraised expeditiously and effectively only by the exporters themselves, 
aided by their private financiers and commercial credit guarantors and by 
other specialized foreign credit agencies. 

Credit control—Sound management, reliable credit, and market information, 
and efficient loss prevention and protective service facilities will be key factors 
in the success of the proposed underwriting operation. The Guarantee Cor- 
poration would have on its staff experienced foreign trade analysts and econo- 
mists who would keep under continuous review the financial and credit status of 
the insured debtors and the political and economic conditions and trends in all 
customer countries, with emphasis on balance of payment and exchange availabil- 
ity factors. 

The sources of country information which would be available to the Export 
Credit Guarantee Corporation would include the diplomatic, consular, and 
commercial services of the U.S. Departments of State and Commerce, the World 
Bank, International Monetary Fund, Eximbank, the export credit guarantee 
organizations of other countries and their centralized agencies (the Union 
de Berne and the International Credit Insurance Association) ; also, the U.S. 
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commercial banks, the Federal Reserve banks, the central banks of other coun- 
tries, and other reliable channels. 

This pooling, analysis, and interpretation of data acquired from these sources 
would create a sound basis for the guarantee operation such as no single com- 
mercial bank or other private or governmental financing organization now has 
or could sustain. 

The broader the use of the export guarantee facilities, the more secure would 
credit become because the Corporation would have within its view a composite 
record of what commitments each customer country was undertaking. 

The Export Credit Guarantee Corporation could therefore become a potent 
stabilizing mechanism, not only as to the extension of credit, but also in counsel- 
ing with individual countries and their suppliers to avoid overcommitment of 
dollar-paying capacity. 

The Corporation would make its guarantees available: 

1. Under simple business procedures at the exporter’s place of business 
and without imposing on the U.S. Government or any of its agencies the 
time-consuming task of either the analysis or the responsibility for the 
assumption and grading of individual “political” or commercial credit risks, 

2. For exports of all types of goods—capital goods, semidurables, consumer 
goods, agricultural products—and services, to the extent justified by the 
customer country’s ascertainable dollar-paying capacity. 

3. For payment terms that are reasonable and customary to the trade 
and the market involved and are consistent with the prevailing dollar ex- 
change, general economic, and political conditions and trends in the customer 
country. 

4. To protect the seller against unforeseeable risks that may develop 
even prior to shipment, especially with respect to items specially manufac- 
tured, purchased, or processed for shipment under an export sales contract 
calling for future delivery. 

The Export Credit Guarantee Corporation could effectively assist the con- 
tinued sound development of U.S. trade besides aiding customers and customer 
countries overseas, and do this without any element of a giveaway, subsidy, 
or direct Government loan. Fundamentally this is a program to cover a range 
of risks which no existing privately owned insurance company or other entity 
is underwriting or can underwrite on its own resources, 


ACTION REQUIRED 


To secure a more complete understanding of this project and to proceed with 
the steps necessary to make it effective, the following action would appear de- 
sirable: 

First: A careful objective study of this plan by a selected and competent group 
of American firms directly engaged or vitally interested in the export trade. 

Second: Bank and insurance executives should critically examine the pro- 
posal, strengthen it where necessary, and take leadership in making its objec- 
tives known. 

Third: Having achieved agreement on a concrete plan, a representative group 
or committee might then arrange for conferences with Government administra- 
tion officials, legislators, and others to enlist their support based on a full under- 
standing of the proposals. 

Fourth: Following a successful meeting of minds with key U.S. Government 
officials, legislators, and others, it might then be advisable to activate a special 
and well-selected committee of exporters, manufacturers, bankers, and insur- 
ance underwriters to finalize the organization plan and draft a study bill for 
the purpose of assisting the appropriate congressional legislative committees 
in arranging for the prompt enactment of the required enabling legislation to 
permit creation of the American Export Credit Guarantee Corporation. 





EXHIBIT 9 


DEWEY, BALLANTINE, BUSHBY, PALMER & Woop, 
New York, N.Y., April 19, 1960. 
Mr. FRANCIS X. SCAFURO, 
Chairman pro tempore, National Coordinating Committee for Export Credit 
Guaranties, New York, N.Y. 
Dear Mr. Scaruro: You have asked our advice as to the structure of and 
precedent for a federally chartered Export Credit Guarantee Corporation to 
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be established for the purpose of issuing export credit insurance. It is pro- 
posed that the majority stock ownership in this proposed corporation be held 
by American insurance interests and banking and financing institutions active 
in the international trade field, the minority interest being held by manufac- 
turing, trading, transportation and other entities engaged in servicing the ex- 
port trade and, perhaps, by the general public. You have proposed that the 
private corporation be given emergency powers to borrow U.S. Treasury 
funds for the sole purpose of enabling it to pay losses arising from political and 
other noncommercial risks in the event that such losses should exceed the 
corporation's reserves allocable to such risks. This suggestion is based on the 
premise that while the commercial risks involved in term export sales could 
be adequately assumed by such a private corporation, the insurance of ex- 
change transfer and other political and catastrophic hazards would be beyond 
the scope of private enterprise and could be undertaken only with the support 
of the Federal Government. 

In connection with this proposal, we have studied the structure and opera- 
tions of Government corporations and agencies which now engage in insurance 
or lending activities in cooperation with private enterprise. In the course of 
our study, we have discovered many precedents for such Government coopera- 
tion with private enterprise, and have noted the wide variety of forms which 
this cooperation may take. Briefly, our findings are as follows: 

1. The Government cooperates with private enterprise in lending and insur- 
ance operations on a large scale to aid various segments of the economy. Among 
those ultimately benefiting from these activities are potential homeowners, farm- 
ers, farm cooperatives, depositors in State and National banks, home builders 
and small businessmen. 

2. While such insurance or loan activities are sometimes carried out through 
direct loans or insurance issued to particular economic interest groups by 
Government agencies or corporations (e.g., loans to farmers through the Fed- 
eral Crop Insurance Corporation to insure farmers’ investment in producing 
crops against loss in yields due to unavoidable causes), much Government ac- 
tivity in this field is carried on through various private institutions through 
reinsurance or standby loans. Examples of this type of activity, which aid 
not only the ultimate beneficiaries noted above but also private enterprises 
serving these beneficiaries are: the Federal Housing Administration’s insur- 
ance of lending institutions against loss on various types of housing mortgage 
loans, the Federal Deposit Insurance Corporation’s insurance of deposits in 
member banks, the Farmers Home Administration’s issuance of loan guarantees 
for the purchase and improvement of family type farms, and the Small Busi- 
ness Administration’s disaster loans made in cooperation with banks or other 
lending institutions. Even closer parallels to the proposed method of opera- 
tion of the Export Credit Guarantee Corporation may be found in the opera- 
tions of the Federal home loan banks, the Federal land banks, the banks for 
cooperatives, the Federal intermediate credit banks, and the Federal National 
Mortgage Association. In all of these corporations, lending or insurance activi- 
ties are centralized in federally chartered corporations which are wholly or 
partially owned by private interests. The Government in turn aids these 
corporations in a variety of ways including capital contributions, Treasury 
loans, and tax exemption. In return, the Government exercises varying degrees 
of regulation and control. 

3. Government participation in organizations granting such insurance or 
loans has taken a wide variety of forms which may be summarized as follows: 

(a) Complete Government ownership and control through wholly owned 
Government corporations (e.g., the Federal Deposit Insurance Corporation ) ; 
an independent Federal agency (e.g., the Federal Housing Administration) ; 
or through an executive department of the Federal Government (e.g., the 
Department of Agriculture’s Farmers Home Loan Corporation). 

(b) Federal aid to, and regulation of, privately owned finance organiza- 
tions (e.g., Federal home loan banks and Federal land banks). 

(c) Joint ownership of the corporation by the Government and private 
enterprise through the issuance of different classes of stock (e.g., the banks 
for cooperatives, the Federal intermediate credit banks, and the Federal 
National Mortgage Association ). 

All of the corporations referred to in (b) and (c) above, as well as the Federal 
Deposit Insurance Corporation, were originally incorporated with the Govern- 
ment and private enterprise each owning part of the stock of the respective cor- 
porations. As these corporations build up reserves through profitable operation 
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and gain experience in judging the costs of the risks which they guard against, 
the Government's interest is gradually retired, pursuant to the enacting statute, 
out of the surplus of the corporation, This process of retiring the Government’s 
interest has been completed in the corporations referred to in subparagraph (b) 
above and is in the process of being carried out in the corporations referred to 
in subparagraph (c) above. 

4. The dividends of those corporations owned wholly or in part by private 
enterprise are often subject to statutory restrictions. Thus, while the Federal 
home loan banks pay dividends without restriction except that certain reserves 
must be maintained, the dividends paid on common stock by the Federal Na- 
tional Mortgage Association are limited to an amount not to exceed 5 percent 
of the par value of all outstanding common stock. The Federal intermediate 
credit banks cannot declare dividends as long as the Government remains a stock- 
holder, but they can declare patronage refunds which are, in effect, stock divi- 
dends to borrower-stockholders. 

5. All of the above-mentioned corporations, whether privately, publicly, or 
jointly owned, are extended some form of tax exemptions as to their capital, 
surplus and income. 

In the attached appendix you will find an analysis of the corporations and 
agencies referred to above which shows, on a corporation-by-corporation and 
agency-by-agency basis, certain of the various details involved in the ownership 
and control of these corporations. 

Based on our study of these existing Government-assisted corporations, we 
make the following suggestions concerning the proposed Export Credit Guar- 
antee Corporation : 

1. The Corporation should issue class A and class B stock, class A stock being 
issued to the Government and class B stock to private investors. 

2. The class A stock, which would be issued for a nominal consideration, 
would have the right to 

(a) Elect a specified minority of the Board of Directors, such minority 
being given the right to exercise a controlling voice as to the political risk 
insurance, which is in effect underwritten by the Government. 

(b) Receive dividends out of earnings attributable to political risk insur- 
ance after allocation of so much of such earnings to a specific reserve set up 
against losses on political risks as is determined proper by the Government 
or as is provided for in the statute creating the Corporation. 

Provision might be made for limiting the Government's dividend to the 
average current return on Government obligations generally (over a specified 
period), based on the insurance coverage for the year in question. This 
limitation would reduce any incentive the Government might have to resist 
premium reductions in order to protect its profit position. Similarly, provi- 
sion might be made for limiting dividends on the class B stock, thus reduc- 
ing any possible tendency to have premiums on commercial risk higher than 
may be deemed desirable. Provisions somewhat similar to this are included 
in the Federal National Mortgage Association Act. 

3. The class B stock would elect a majority of the Board of Directors and 
participate in the earnings from commercial risks after appropriate reserves 
have been set up. 

4. In addition to the issuance of the Corporation's class A stock to the Gov- 
ernment for a nominal consideration, provision might be made (in line with 
precedent) for issuance to the Government of another class of stock in return 
for an initial capital contribution to the enterprise, thereby supplementing or 
reducing the standby Treasury loans which you have suggested. Such other 
stock would eventually be retired from earnings on political risk insurance after 
the appropriate reserves have been set up. The obvious disadvantage of this is 
that it would require an immediate cash investment by the Government rather 
than assumption of a mere contingent liability. Furthermore, it would seem 
unwise to suggest a substantial governmental capital contribution in view of 
the small initial capital to be contributed by the private investors. Consequently, 
we do not recommend this feature of some other Government supported pro- 
grams. In any event, so long as the Government’s residual guarantee against 
political risk losses remains available to the Corporation, it would seem that the 
Government should retain its class A stock to which would be paid applicable 
proceeds of political risk insurance. 

5. Provision would probably have to be made for some additional form of 
Government control through the issuance of regulations and supervision of the 
finances of the Corporation, perhaps through the General Accounting Office. 
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6. Since the proposed corporation would be partly Government owned, it might 
be exempted from ordinary taxes and a franchise tax be substituted on earnings 
after reserves in the same manner as provided for under the statutes creating 
the Federal land banks, the banks for cooperatives, and the Federal intermediate 
credit banks. In any event the profits allocable to political risks that do not 
accrue to the interest of the corporation’s private stockholders should not be 
taxed. 


Very truly yours, 
ErHan D. ALYEA. 


APPENDIX. PRIVATE PARTICIPATION IN GOVERNMENT LENDING OPERATIONS 
I. PRIVATELY OWNED CORPORATIONS 


A. Federal home loan banks, 47 Stat. 725 (1932), as amended, 12 U.S.C. secs. 
1421 to 1449 (1958) 

1. Purpose.—To provide a reserve banking system for institutions which en- 
gage principally in lending funds on home mortgages by making loans to mem- 
ber institutions to meet seasonal demands and unusual withdrawal requests. 

2. Government participation in financing.—Treasury authorized at its discre- 
tion to purchase up to $1 million of the bank’s obligations. 

3. Ultimate beneficiary.—Potential homeowners. 

4. Indirect beneficiaries.—Building and loan associations, savings and loan 
associations, and other similar institutions which make long-term mortgage 
loans. 

5. Ownership.—Owned entirely by member lending institutions. 

6. Private participation in profits—Dividends regularly declared without re- 
striction except that certain specified reserves be maintained. 

7. Private participation in management—Majority control of Board of Di- 
rectors, but subject to broad supervisory powers of the Federal Home Loan 
Bank Board including the power to suspend or remove any officer or to veto 
any act of the boards of directors. 

8. Tax exemption.—Tax exemption for the bank’s capital and income except 


for taxes on its real estate. (Assessment levied for expenses of the Federal 
Home Loan Bank Board. ) 


B. Federal land banks, 39 Stat. 362 (1916), as amended, 12 U.S.C. secs. 641 to 
808 (1958) 

1. Purpose.—Establishment of an integrated cooperative organization to as- 
sure farmers of the opportunity to borrow money for long-term mortgages at 
minimum interest rates under the direction and supervision and with the aid 
of the Government. 

2. Government participation in financing.—Indirect aid through Federal in- 
termediate credit bank loans. 

3. Ultimate beneficiary.—Farmer borrowers. 

4. Indirect beneficiaries.—Privately owned Federal land bank associations. 

5. Ownership.—Entirely owned by farm land bank associations. (Stock can- 
celed when loans are repaid). 


6. Private participate in profits—Dividends declared without restriction ex- 
cept that certain reserves be maintained. 
7. Private participation in management.—Majority representation on Board of 


Directors. Actions of the Board subject to regulation by the Farm Credit 
Administration. 


8. Tar exremption.—Bank’'s capital and income exempt from taxation except 
for taxes on its real estate. Franchise tax payable in sum equal to 25 percent 


=~) 
of net earnings, the tax not to exceed the average rate of return on U.S. public 
debt obligations. 





Il. MIXED OWNERSHIP CORPORATIONS 


C. Banks for cooperatives, 48 Stat. 257 (1933), as amended, 12 U.S.C., sections 
1134 to 1138f (1958) 


1. Purpose.—Provide credit facilities to all eligible farmer-cooperative associa- 
tions for any cooperative agricultural purpose. 
2. Government participation in fmancing.—In addition to capital contributions, 


Government funds are indirectly provided through Federal intermediate credit 
bank loans. 
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3. Ultimate beneficiaries —Farmers who are members of cooperatives. 

4. Indirect beneficiaries.—Private cooperative associations. 

5. Ownership.—Mixed ownership—Class A (approximately 70 percent). Gov- 
ernment-owner nonvoting stock being gradually retired out of surplus. Class B 
(approximately 10 percent), privately held nonvoting stock. Class C (approxi- 
mately 20 percent). Voting stock held by private member cooperative associa- 
tions. All borrowers required to invest in class C stock. 

6. Private participation in profits —Dividends on class B stock only, limited 
to from 2 to 4 percent. “Patronage refunds” to borrowers paid in class C stock 
in the proportion that the amount of interest earned on the loans of each bor- 
rower bears to the total interest earned on the loans of all borrowers during the 
fiscal year. 

7. Private participation in management.—Direct control in the hands of pri- 
vately selected Board of Directors, but subject to broad supervisory powers of 
the Farm Credit Administration. 

8. Tax exemption.—Bank’s capital and income exempt from taxation for so 
long as the Government holds stock. Franchise tax payable on sums equal to 
25 percent of net earnings after setting aside 25 percent of the surplus as a 
reserve, the tax not to exceed the average rate of return on U.S. public debt 
obligations. 


D. Federal intermediate credit banks, 42 Stat. 1454 (1916), as amended, 12 
U.S.C., sections 1012 to 1129 (1958) 


1. Purpose—To supply funds by way of discounts and loans on security of 
commodities to lending institutions, including production credit associations, 
Federal land banks, and banks for cooperatives. 

2. Government participation in financing.—Direct capital contributions only. 

3. Ultimate beneficiaries —Farmer-borrowers from local farm financing organ- 
izations. 

4. Indirect benejiciaries.—Private farm financing organizations, primarily pro- 
duction credit associations. 

5. Ownership.—Mixed ownership—Class A stock: held by the Governor of 
Farm Credit Administration on behalf of the United States. This stock to be re- 
tired in part yearly at par at an amount to be determined by the Federal inter- 
mediate credit banks in their discretion. Class B stock: issued in prescribed 
amounts to local production credit associations, most of which are owned entirely 
by their borrowers. Participation certificates are issued to financial institutions 
other than production credit associations and are substantially the same as 
class B stock, having the same rights to dividends and to receive distributions 
on dissolution. 

6. Private participation in profits—Whenever a bank has no class A stock out- 
standing, it may pay dividends on class B stock and participation certificates 
alike in an amount not to exceed 5 percent of par in any 1 year. Any earnings 
remaining after provided fov reserves, franchise tax and dividends are dis- 
tributed as patronage refunds. These patronage refunds are made in the form 
of class B stock and participation certificates so long as class A stock is still 
outstanding. Once class A stock is retired, the refunds can also be made in 
cash. 

7. Private participation in management.—Majority representation on the 
Board of Directors which, in turn, is subject to broad regulatory powers of the 
Farm Credit Administration. 

8. Tax exemption.—Tax exemption is provided on the capital and income of 
the corporation. However, a 25-percent franchise tax on earnings after deduc- 
tions to set up certain reserves is payable to the Federal Government. 


E. Federal National Mortgage Association, 48 Stat. 1252 (1934), as amended, 12 
U.S.C., sections 1716 to 1723 (1958) 


1. Purpose—To establish in the Federal Government a secondary market 
facility for home mortgages through the purchase and sale of FHA-insured 
mortgages. 

2. Government participation in financing.—In addition to capital contribu- 
tions, the Secretary of the Treasury is authorized to purchase obligations of the 
Association so long as the Government owns preferred stock. 

3. Ultimate beneficiaries.—Potential homebuilders. 

4. Indirect beneficiaries —Holders of FHA-insured mortgages. 
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5. Ownership.—Mixed ownership—Common stock: Nonvoting stock issued to 
National and State banks which are members of the Federal Reserve System 
or of the Federal Deposit Insurance Corporation. Each mortgage seller is re- 
quired to make capital contributions equal to from 1 percent to 2 percent of the 
unpaid principal amounts of the mortgages. Preferred stock: $21 million issued 
to the Secretary of the Treasury. To be retired out of surplus as rapidly as the 
Association shall deem feasible. After the Government’s stock is retired, the 
Housing and Home Finance Administrator is to submit a plan to Congress for 
transmitting the entire ownership and control of the corporation to private 
hands. 

6. Private participation in profits—Dividends payable to preferred share- 
holders (the Government) at rates determined with reference to the current 
average interest rate on outstanding marketable obligations of the United 
States. Dividends payable to common stockholders, in the discretion of the 
Board of Directors, mot to exceed 5 percent of the par value of the outstanding 
common stock. 

7. Private participation in management.—None. The Board of Directors is 
appointed by the Government. 

8. Tar exemption.—Exempt from all taxes except real estate taxes and Fed- 
eral income tax on secondary mortgage transactions. 





Ill, GOVERN MENT-OWNED CORPORATIONS AND AGENCIES 


F. Federal Deposit Insurance Corporation, 64 Stat. 873, 12 U.S.C., sections 1811 
to 1831 (1958) 

1. Purpose.—To insure bank deposits and to protect insured banks through 
loans or the purchase of assets. 

2. Government participation in financing.—Corporation authorized to borrow 
and Secretary of the Treasury authorized and directed to loan to the Corpora- 
tion such funds as Board of Directors wants up to $3 million. Also, part of 
original capital contributed by the Government. 

3. Ultimate beneficiaries.—Depositors in member banks. 

4. Indirect beneficiaries—Member banks, including all National and State 
banks which are members of the Federal Reserve System and other banks which 
meet the requirements of the Corporation. 

5. Ownership— Government owned. (Originally owned jointly by Treasury 
Department and Federal Reserve banks but all capital stock retired out of 
surplus. ) 

6. Private participation in profits.—None. 

7. Private participation in management.—None. Run as an independent 
agency of the Government. 

8. Tax exremption.—Bank, its franchise property, and income exempted from 
all taxation now or hereafter imposed by Federal, State, or local governments. 
G. Federal Housing Administration, 48 Stat. 1246 (1934), 12 U.S.C. section 

1703 (1958) 

1. Purpose——To insure lending institutions against loss on various types of 
housing loans, chiefly home mortgages, rental and cooperative mortgages, and 
unsecured property improvement loans. 

2. Government participation in financing—Wholly Government financed. 

3. Ultimate beneficiaries.—Potential homebuilders. 

4. Indirect beneficiaries—Private lending institutions providing housing 
loans. 

5. Ownership.—Independent Federal agency. 

6. Private participation in profits —None. Nonprofits organization. 

7. Private participation in management.—None. 

8. Tax exemption.—Not a taxable entity. 

H. Farmers’ Home Corporation, 50 Stat. 522 (1937), 7 U.S.C. sections 1000 
to 1029 (1958) 

1. Purpose—To make loans and issue mortgage insurance for the purpose 
and improvement of family-type farms, for operating expenses, for soil and 
water conservation, and for the purchase of livestock. 

2. Government participation in financing—Wholly Government finaneed. 

3. Ultimate beneficiaries —Small farmers. 
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4. Indirect beneficiaries.—Private lending institutions making loans under 
yovernment guarantees. 

5. Ownership.—Agency within the Department of Agriculture. 

6. Private participation in profits —None. 

7. Private participation in management.—None. 

8. Tax exemption._-The Corporation, including its capital, franchises, re- 
serves, and surplus and its income and property is exempt from Federal, State, 
and local taxation. 

I. Small Business Administration disaster loans, 72 stat. 387 (1958), 15 U.S.C. 
section 636(b) (1958) 


1. Purpose—To make loans either directly or in cooperation with banks or 
other lending institutions (through agreements to participate on an immediate 
or deferred basis) to small businesses suffering losses due to floods or other 
catastrophies or due to drought or excessive rainfall conditions in the area in 
which it does business. 

2. Government participation in financing.—Wholly Government financed. 

3. Ultimate beneficiaries.—Small businesses. 

4. Indirect benejiciaries—Private lending institutions participating in the 
disaster loans. 

5. Ownership. Government agency. 

6. Private participation in profits.—None. 

7. Private participation in management.—None. 

8. Tax exemption.—Not a taxable entity. 

That proposed American Export Credit Guarantee Corporation 
would operate along commercial insurance lines, with private inter- 
ests bearing the entire commercial credit risk. ‘The Corporation 
would offer to U.S. exporters—in a single document—comprehen- 
sive policies, or contracts of guarantee, to protect their receivables, 
up to an agreed percentage—normally around 85 percent—against 
possible nonpayment losses arising from commercial and/or noncom- 
mercial hazards, including prolonged exchange transfer delays and 
other payment defaults. The uninsured portion of each credit 
would be borne by the exporter himself, as an added assurance of his 
use of restraint in credit extension. 

Premium rates and policy conditions would be such as to make 
the guarantee operation self-sustaining, with income sufficient to cover 
losses and expenses, plus a fair return on invested capital. 

Guarantees would be assignable to, or could be issued directly to, 
banks and other institutions finance ing the insured transactions. 

In order to financially support coverage—under the same policy 
of political credit risks such as prolonged exchange transfer delays 
and other noncommercial hazards resulting mainly from foreign 
government action, our committee’s proposal calls for enactment of 
legislation to provide that the Corporation be granted a Federal 
charter—so that it could operate as a commercial insurer in all 
States—also that it be given standby power to borrow from the U.S. 
Treasury—or its designated agency (for example, Export-Import 
Bank) within predetermined global and country dollar limits, any 
funds that might be required to pay claims arising from politie al 
eredit risks, should the total of such claims ever exceed the Cor pora- 
tion’s loss reserves established from its premium and other income 
to pay such political risk claims. It is universally conceded that no 
commercial insurer can afford to cover these political risks without 
some Government backing. 

Goods and services of all types would be eligible for coverage, pro- 
vided : 
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(a) That the commercial risk in all respects met good credit man- 
agement standards; and 

(6) That payment terms were consistent with the type of products 
sold, the custom of the industry and market and other pertinent fac- 
tors, including the exchange situation and the economic and political 
conditions of the destination country, at the time of acceptance of 
risk. 

I might add there that there seems to be a general misunderstand- 
ing at times that the availability of these guarantees would cover any 
and all kinds of situations: That all credit judgment would be 
thrown to the winds. I think that is a fallacy and is something 
which, of course, is not intended. The management of the pro- 
nosed Guarantee Corporation would be in the hands of well-quali- 
hed financial and imsurance personnel, experienced in international 
trade and financing. The conduct of the affairs of the Corporation 
would have to rest with a staff of men whose task it would be to 
accept or reject proposed risks and who would possess a high degree 
of business experience and acumen, plus good judgment. The Cor- 
poration’s Board of Directors would consist of representatives of 
export industry, commerce, finance, insurance, and Government. 

U.S. Government participation in management would be limited, 
in effect, to veto power over the Corporation’s political risk under- 
writing policies. Since the U.S. Treasury would have no reason to 
be involved in the determination or analysis of commercial credit 
risks, or in the writing of specific contract conditions, or in the oper- 
ation of the facility, there could be no danger of political repercus- 
sions from debtor countries. 

Political embarrassment might well result if a wholly U.S. Govern- 
ment-owned corporation had to institute action to enforce payment 
of doubtful debts owing by national or official entities of other coun- 
tries. A privately owned and operated export credit guarantee corpo- 
ration such as we are recommending would not be inhibited by such 
diplomatic or other foreign policy considerations. 

‘or the formulation of sound underwriting judgment, in its caver- 
age of political risks, provision would, however, have to be made for 
the Corporation’s management to have access to governmental sources 
of pertinent economic and political data with respect to individual 
customer countries. 

The Guarantee Corporation’s basic capital might be provided by 
private investors, such as ocean marine and casualty insurers, affiliates 
of commercial banks, exporters, and other international trade in- 
terests. We have assurance from investment bankers that, given 
Treasury support along the lines we are indicating, equity capital 
would be readily forthcoming. 

To economize on initial capital investment, an association or pool 
of commercial insurers could be organized to assume a major portion 
of the liability for the commercial credit risks. This would enable the 
Guarantee Corporation to initiate its underwriting with a lesser 
amount of paid-in capital than would otherwise be necessary. 

As a further addendum to this statement, I am presenting a report 
of the activities of our national coordinating committee, as issued to 
its members February 19, 1960—exhibits 5 and 6. 

(The material referred to is as follows :) 
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Exursit 5 
NATIONAL COORDINATING COMMITTEE FOR Export CREDIT GUARANTEES 


Sponsored by international section, New York Board of Trade, Inc., 1 Liberty 
Street, New York, N.Y. 


PROGRESS REPORT—ACTIVITIES AND CURRENT STATUS OF PROGRAM 


Between November 28 and December 4, 1959, an outline of this committee's 
“Proposal for Creation of an American Export Credit Guarantee Corporation” 
was mailed to some 1,000 representative firms in international trade. 

A covering letter asked recipients to reply, indicating their : 

1. Support of the plan and request for prompt U.S. Government action; 

2. Specific suggestions for improvement of the plan; 

3. Appraisal of the present and potential need for an export receivables 
guarantee system that would be comprehensive in its coverage, protecting 
the American exporter against all risks—commercial and noncommercial— 
including political risks such as prolonged exchange transfer delays, catas- 
trophe risks, and all other export credit hazards that even the most 
prudent credit management cannot foresee or guard against ; 

4. Intention to actively use such guarantees if and when made available; 

5. Willingness to directly assist in the establishment of such a guarantee 
system, provided that it is essentially a private enterprise operation and 
that the U.S. Government will do its part by acting in effect as a standby 
reinsurer of those risks which commercial insurers cannot undertake alone; 

6. Favorable consideration of a nominal capital subscription ($1,000) to 
a pilot corporation to be set up as a demonstration of serious intent. 

7. Current dollar volume of export sales. 

Analysis of the 192 replies so far received shows some 158 firms favoring the 
plan in principle and agreeing to support the committee’s request for prompt 
xovernment implementation. The combined net worth of these respondents 
is approximately $30 billion; those favoring the plan represent an aggregate net 
worth of approximately $26 billion with annual sales of $40 billion. It is there- 
fore obvious that a substantial segment of American export industry and trade 
favors the establishment of a truly comprehensive privately owned and managed 
export credit guarantee system along the lines proposed by this committee. 

Your chairman pro tempore takes this opportunity of expressing sincere 
thanks to all who responded. Many replies were quite detailed, providing the 
committee with useful information which is most helpful in its work. Most re- 
spondents gave specific answers to the seven questions. Some asked further 
clarification of certain points. All who answered our letters, including the rela- 
tive few who withheld formal endorsement of our plan, commended the com- 
mittee for undertaking this project. Some firms explain that the nature of their 
oversea business is such that they feel no present need for the type of guaran- 
tees proposed. One or two withheld approval on the mistaken assumption 
that our plan envisaged a wholly Government owned and operated insuring sys- 
tem. Your committee has made every effort to acknowledge each reply and to 
provide further information when requested. Any letters not yet answered will 
be attended to as promptly as possible. 


CONFERENCES IN WASHINGTON 


On December 17 and 18, your chairman discussed our proposals with an 
Assistant Secretary of the Treasury and, later, with officials of Export-Import 
Bank. It was clear from these talks that various departments of the U.S. 
Government have become aware of the need to provide the export trade with 
more comprehensive export credit guarantee facilities than are now available 
and that Treasury is making an intensive study of the subject and endeavoring 
to find the means of meeting the need. Treasury, however, seems inclined to the 
view that Export-Import Bank is the instrumentality through which the export 
credit guarantees should be made available. 

From discussions with Export-Import Bank officials, I gained the distinct 
impression that this institution did not favor the type of all-inclusive compre- 
hensive credit guarantee program proposed by our committee. ‘ximbank 
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took the position that it is already doing about all that is actually required along 
these lines, and that, to extend guarantees (even separate transfer risk guaran- 
tees) to consumer goods, consumer durables, and other export items and to 
shorter term credits would encourage credit abuse. Eximbank did not seem 
to feel that U.S. exporters have the same need for overall credit protection as 
do exporters from other countries. (This seems unrealistic, in the light of 
present competitive world market conditions. ) 

Responsive to a suggestion by Treasury, a second conference was held at the 
Treasury Department January 8, 1960. Accompanying me at this conference 
were the following representatives of exporting, financing and insurance in- 
terests. These gentlemen gave their time to accompany me to Washington, at 
their own expense, because of their personal interest in our program: 


Mr. Victor Rockhill, executive vice president (now president), Chase Interna- 
tional Investment Corp., New York. 

Mr. Nathan Mobley, partner, Chubb & Sons, New York. 

Mr. C. A. Tranter, assistant treasurer, Nordberg Manufacturing Co., Milwaukee, 
Wis. 

Mr. Eugene R. Gonzalez, finance department, Radio Corp. of America, New York. 

Mr. J. R. Caulkins, vice president, Continental Grain Co., New York. 

Mr. Harold Conner, vice president, Lockheed Aircraft Corp., Burbank, Calif. 


Treasury was represented by Mr. Alfred H. VonKlemperer, assistant to the 
Secretary of the Treasury (who has the general direction of this study) and 
Mr. Abrahamson, Treasury staff member. 

Our group made a rather detailed presentation of the evidence this committee 
had accumulated to that date. This included submission of those replies to our 
questionnaire for which advance approval had been obtained, with related data 
including an analysis of total replies to our mailings, up to that time; the 
combined net worth of (a) all firms replying, (0) of those replying favorably 
to our mailings; the aggregate sales volume of these respondents, and similar 
indications to show the substantial interests we represented. 

To include in this progress report a more detailed account of this meeting 
with Treasury officials would only make it unwieldy. The meeting was con- 
structive in that it provided Treasury with evidence of serious interest and of 
substantial trade support for our program. However, the end result was not 
conclusive in that the Treasury representatives felt that they should have fur- 
ther evidence of need and support beyond what we had been able to present; 
moreover that there should be firm commitments from private sources for the 
substantial capital that would be required for the proposed Guarantee Corpora- 
tion. (Up to the time of our meeting some 55 firms had each expressed their 
willingness to subscribe the nominal $1,000 suggested toward the initial capital 
of a “pilot” guarantee corporation). Our group pointed out that this pilot 
corporation was intended only as an expression of serious interest and intent, 
but Treasury representatives felt that this was not significant enough. Members 
of our group countered this with the statement that it would be difficult to get 
firm private industry commitments for more substantial capital contributions 
until such time as the U.S. Government indicated its readiness to provide, within 
prescribed limits, that financial support, which only Government can provide, 
for payment of loss claims arising out of purely political risks, to the extent 
that such loss claims might exceed the Guarantee Corporation’s own reserves 
earmarked for that purpose. 

Your committee has since provided Treasury with additional supporting evi- 
dence which we believe further confirms the need for prompt action to imple 
ment our proposals. Treasury still has this entire matter under careful study, 
but up to this time has given us no indication of its ultimate recommendation. 


DIRECT COMMUNICATIONS TO TREASURY 


January 22, 1960, being informed that Treasury Department was about to 
finalize its report on a system of comprehensive export credit guarantees to be 
submitted to the National Advisory Council, we telegraphed those who had al- 
ready approved our submission of their letters to Government officials, asking 
these firms to directly communicate with Treasury reiterating their support for 
a privately operated credit guarantee corporation as proposed by our committee. 
The response to this suggestion was most gratifying. 
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SENATE COMMITTEE STUDY 


Meanwhile, your committee has been contacted by Mr. George A. Barnes, 
staff director, foreign commerce study, U.S. Senate Committee on Interstate and 
Foreign Commerce, of which Senator Warren G. Magnuson, of Washington, 
is chairman. Senator Magnuson has invited your chairman to make a statement 
to that committee at its hearings March 16-17 on the subject which appears on 
the committee’s agenda as “Present Export Credit Facilities and Proposals 
for New Mechanisms.” This invitation has been accepted, and the Magnuson 
committee provided with the documentation requested from us on February 
16. Telegrams were sent to a number of manufacturers and exporters sup- 
porting our proposal asking them to become members of our national coordinat- 
ing committee. Responses so far have been uniformly affirmative. 


DEPARTMENT OF COMMERCE 


Your chairman has also had discussions with Hon. Henry Kearns, Under 
Secretary of Commerce, who has on more than one occasion expressed himself 
as to the need for more comprehensive credit guarantee facilities, and his indi- 
cated his interest in our work. Mr. Kearns, as well as others in Government, 
have been provided with documentation and informative material requested 
from our committee. 


TRADE AND INDUSTRY GROUPS 


Your committee expects to be able, within the very near future, to more fully 
acquaint principal key trade and industry groups throughout the country with 
its proposals in the hope of enlisting their cooperation. Thanks are expressed 
to those interested firms who have voluntarily discussed our project with their 
own association contacts. In many cases this has brought us gratifying offers 
of cooperation from these associations. These will be fully availed of. 

Commerce and Industry Association of New York, Inc., having appointed a 
special committee on export credit guarantees, invited your chairman to outline 
our proposals before that committee. At that meeting, held February 3, 1960, 
all participants expressed favorable interest and concurred in a recommenda- 
tion that their association actively cooperate with our committee. It was de 
cided to take up with the governing bodies of Commerce and Industry Associa- 
tion and of New York Board of Trade the feasibility of having our National 
Coordinating Committee for Export Credit Guarantees continue its work under 
the joint sponsorship of these two leading New York associations. Should this 
be approved, it would lend further unity and strength to our campaign. We 
consider it desirable that we have the official sponsorship of representative trade 
groups throughout the country and will welcome your cooperation to this end. 


CHART—WORLD’S PRINCIPAL EXPORT CREDIT INSURANCE SYSTEMS 


The attached chart summarizes the salient features of export credit guarantee 
systems now in operation in Canada and in the principal European trading na- 
tions. Note that the final column projects similar data with respect to the pro- 
posed American Export Credit Guarantee Corporation. Extensive research and 
investigation, including direct correspondence with the credit insurers repre- 
sented, plus checkings in other reliable sources, went into this presentation. 

The main purpose of this chart is to show that, in many countries, government 
and private industry have long worked closely together in the guaranteeing 
of export credit risks. Generally, these mixed enterprises give prompt, efficient 
service to the trade and pay their own way. Hence, there is ample precedent 
for the type of operation we are proposing for the United States, putting the 
major emphasis on private enterprise, and holding Government participation 
to the irreducible minimum. While the supply lasts, we will be glad to supply 
interested international traders and their industry groups with additional copies 
of this chart. 

NEED FOR SUSTAINED COOPERATIVE EFFORT 


By letter, wire, telephone, and personal contacts, much additional work has 
been performed by your committee and its many supporters. Obviously, such 
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activities cannot be detailed here but all have aided materially, and we bespeak 
your sustained active support along similar lines, keeping us informed (by copies 
of letters, etc.) of what you are doing in behalf of our program. 


EDUCATIONAL AND WORKING FUND 


In our initial letter, and in snbsequent communications, we have invited each 
firm addressed to contribute a modest sum (suggested figure $100) to our educa- 
tional and working fund, from which we finance printing and mailing costs and 
other cash outlays essential to the conduct of this program. Following is an 
accounting of receipts and expenditures of this fund to February 10, 1960: 





Receipts: Contributions. from. oS. Bris. > 2 ne $4, 175. 00 

Total expenses: Postage, printing, photo copies, stenographic and 
CTUIOME THON: CU iii rites creticininhiqublinnn bacmcbebidntedae dees ee 1, 282. 03 
Pra T6O 1 - RAG arte gti a 9 rere hs ha eee enee 2, 892. 97 


Appreciation is again expressed to all who have contributed to this fund. 
As the amount of work ahead clearly indicates the need for additional finances, 
we urge each recipient of this report to favorably consider a contribution to 
this fund so that the program can be further developed. Checks should be 
drawn to the order of National Coordinating Committee for Export Credit 
Guarantees. 

FURTHER STEPS TO BE TAKEN—ACTION REQUIRED 


Nationwide interest in our committee’s proposals has developed to the point 
where it may be desirable to hold an early meeting, preferably in New York, to 
crystallize our objectives and lay out a program for further action. Attend- 
ing this meeting would be representatives of all international trade, banking, 
insurance, transportation and others interested in the plan. Government rep- 
resentatives, both legislative and executive, might be invited to participate in 
the discussions. Arrangements will be made to hold this meeting during March 
or April. You will receive further details. Meanwhile, national committee 
members, and all others favoring our proposal, are asked to consider (a) bring- 
ing this proposal to the attention of their trade and industry associations, with 
a view to these groups formally endorsing our plan by appropriate resolution ; 
(b) submitting individual oral or written statements to the Magnuson com- 
mittee recommending appropriate legislative action to implement our plan. 
Such communications should be addressed to Senator Magnuson, or to George 
Barnes, Staff Director, Foreign Commerce Study, Committee on Interstate and 
Foreign Commerce, New Senate Office Building, Washington 25, D.C. 

Please keep us informed by copies of your communications. You will be ad- 
vised of further developments. Your comments, questions, and suggestions will 
be carefully considered. 

FRANCIS X. SCAFURO, 
Chairman Pro Tempore, National Coordinating Committee for Export 
Credit Guarantees. 
FEBRUARY 18, 1960. 


ExnHIsItT 6 
NATIONAL COORDINATING COMMITTEE FOR Export CREDIT GUARANTEES 


Analysis by States of replies expressing respondents’ views concerning national 
committee’s proposal 


KEY TO QUESTIONS 
Support proposal—favor plan in principle. 
Have need for guarantees. 

Would subscribe capital to pilot corporation. 


Agree to be named as member of national coordinating committee. 
As to each of above questions: (a) Yes; (b) No; (ec) Uncommitted. 
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As this report shows, up to that time about 20 percent of the repre- 
sentative firms questionnaired had responded. As the report also in- 
dicates, an analysis of those replies showed some 80 percent of the 
respondents as favoring our proposal in principle and as agreeing to 
support our committee’s request for prompt governmental implemen- 
tation. ‘These include many well-known responsible firms in a variety 
of industries and in many parts of the country. 

I should like to add there, Mr. Chairman, that this was not the 
usual type of questionnaire, yes and no presentation, to a large number 
of firms. A very explicit and detailed letter was forwarded with the 
concrete plan, asking these companies to carefully examine it, take it 
up with their management, and then give replies to five questions, 
which included, among other things: W Fould you use it, will you sub- 
scribe to capital. and certain other questions along those points, so 
that the replies are, in effect, much more significant than would ordi- 
narily be the case in a general survey. 

Senator Pasrorr. Are you going to explain later on in your state- 
ment why it would be more advant: ageous to the exporter to have it 
set up in this way? If you are not going to, would you explain now 
what are the advantages to the exporter in this mechanism as against 
the Export-Import B: ank ? 

Mr. Scarvuro. Well, one of the obvious advantages, Senator, is that, 
under the plan outlined by Export-Import Bank, they will cover the 

olitical risk—I’m now speaking on the new facility offered—the po- 
fitice al risk up to 6 months, leaving it to the exporter to either take the 
commercial credit risk or pass it on to his bank or go to a commercial 
insurance company that would underwrite the commercial credit risk. 

The problem there is that there is today no commercial insurance 
company that is willing to do more than to guarantee the bankruptcy 
or insolvency of the buyer, which from a business standpoint is not 
practical. No one wants to enter into a transaction with the contin- 
gency that he may have to put the buyer through a bankruptcy pro- 
ceeding in order to collect. 

So that the really interesting part of the commercial coverage lies 
in the ability to get protr acted Jefault coverage. Ifthe debtor doesn’t 
pay within a stated period of time; you get paid. You don’t have to 
worry about putting him through the wringer. Even if the coverage 
on the commercial side were complete and effective, there is always a 
risk of falling between two chairs with two documents, an argument 
between one insurer and another as to whether this risk is political, 
catastrophic or a purely commercial credit. Therefore, the need to 
have a single document where all these risks are cov ered is obvious. 
There is also, of course, the matter of time, the necessity of going to 
one office to do one thing and going to another office to do something 
else. 

Of course, we are speaking purely about coverage of risks. There 
isn’t any question of financing involved here. The man is free to 
deal with any institution he wishes with regard to the financing. 
There is no involvement of Government funds, at least to the extent 
that there are no claims being made. There are many practical rea- 
sons, I believe, why a single entity offering all of the facilities would 
be much more effective and could operate with greater speed. 
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Senator Pasrore. I am inexperienced in this, and I must admit it at 
this point. But why can’t the Export- -Import Bank do all this? If 
you are going to have Government participation anyway, that is what 
the Export-Import Bank is doing. Now, we are suggesting that we 
ought to have an alternative way of doing this. You have said that 
there must be some Government participation, even though it would 
have no direct managerial powers. But the fact of the matter is th: at 
you say that the Gov ernment must play some part bec “use there are 
certain facets of confidentiality that have to be explored in these sit- 
uations where you need the cooperation of the Government. The 
Export-Import “Bank is set up for this purpose. They are now ini- 
tiating a plan of extending this credit on a more facile basis with re- 
lation to short-term credits. Now, the question that I ask, as a lay- 
man, is why do we have to have this new mechanism when we already 
have this existing mechanism, and why has the existing mechanism 
failed which makes this necessary ? 

Mr. Scarvuro. The idea of having a wholly Government-owned cor- 
poration which also involves itself in the granting of the commercial 
credit insurance necessarily means examination “of the commercial 
credit factors and the extension of credit to an oversea buyer, which 
means collecting financial statements, making the necessary analysis 
and coming to a credit determination. That is a much more difficult 
job, a much more detailed job, and aside from many other factors, 
there is, we have found—and I believe this is true of many exporters— 
we have found a greater unwillingness on the part of the oversea buy- 
ers to make available credit information to Government agencies. 

If there were no other reason, I think that is one of the ‘stumbling 
blocks. . But aside from all this, I believe that it is fundamental in our 
American system that if private enterprise can do a job and believe 
they can do it better—actually, the granting of commercial credit 
insurance is almost parallel to ‘lending. It is a lending operation. 
When you guarantee the commercial credit, you have almost in effect 
given the loan. 

Senator Pasrore. Then doesn’t your thesis amount to this, that we 
have reached a point in our international situation, insofar as trade is 
concerned, where the functions of the Export-Import Bank should be 
synchronized to the extent where it is necessary to have Government 
participation, but beyond that, it ought to be returned to private 
enterprise? Isn’t that exactly what you are saying? 

Mr. Scaruro. I would like to say that the Export-Import Bank 
has done an excellent job in the field in which it has been most ef fec- 
tive, in these projects and government-to-government loan proposi- 
tions. But I believe it is going to throw a tremendous burden in fact 
on the Export-Import Bank to examine myriads of transactions on 
a case-by-case basis, such as we are asking them to do when we suggest 
that exporters bring all transactions to them that they wish to insure 
for commercial credit. 

Senator Pasrore. And that private industry can do that a whole 
lot better ? 

Mr. Scarvro. I believe there is also the matter of using public funds 
as against the possibility that we can stimulate greater use of private 
money to do the job. 

Senator Pastore. Your plan actually involves the pooling of the 
fon ilities of various companies together in this new instrumentality, 
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so that we will have the proper resources in order to perform this 
function ? 

Mr. Scaruro. That is correct. 

Senator Pastore. By setting it up under private auspices. The rea- 
son I am asking this question is that some time back when I was Gov- 
ernor of our State there used to be self-insurers on fire risks or what 
have you. I thought that was a rather impractical way of doing it, 
so we set up a program whereby all the insurance companies of our 
State pooled—no one company could undertake the entire risk—so 
they all pooled their resources and we paid a premium. And it was 
done through private industry. In theory this is about the same 
thing, is it not ? 

Mr. Scaruro. It isthe same idea. We have that today; for example, 
in the aviation and marine insurance pool, war risk coverages. There 
are many, many situations where no one company would be very 
prudent in undertaking the full risk in a given situation. The same 
thing would apply to the extension of commercial credit guarantees. 

Senator Pastore. Who would have supervision over this? You say 
the Government would still retain supervision over it? 

Mr. Scaruro. I would say that the Government should retain super- 
vision and have control through a director, one or more directors, but 
control only with respect to the setting of country-by-country limits 
on the political risk which is assumed. 

Senator Pastore. No; I am not asking that, particularly. Most 
banks are under the control of their bs inking commissions, unless they 
are Federal banks. And insurance companies, as a rule, are under the 
control of a local insurance commissioner. Now, under whose aegis 
would this institution come? Would it be under the Secretary of the 
Treasury ? 

Mr. Scarvuro. Secretary of the Treasury or it might conceivably 
come within the purview of the Federal Reserve System, since there 
is a matter of extension of credit involved. Control, of course, might 
be exercised through the Export- Import Bank, which would be given 
a broad control of the overall limits. There would be worldwide limits 
within which there would be country-by-country limits set up, as far 
as the political risk is concerned. But the corporation should be left 
free to make its own decisions on a case-by-case basis, day by day, on 
the assumption of the commercial credit risks. 

Senator Pasrore. And it is your position that if this were done it 
would facilitate these transactions to the advantage of the exporter? 

Mr. Scaruro. I definitely feel that way, because I know from ex- 
perience that we can make decisions in a relatively faster pattern than 
you can through Government organization. 

Senator Pastore. Has there been any documentation, or has there 
been any physical proof of the weariness on the part of exporters or 
the discouragement on the part of exporters because of the delay in 
negotiating with the Export-Import Bank, which necessitates some 
other alternative measure? You people are in the business world 
and you ought to know. 

I mean, is business irked over the delays being caused by the Export- 
Import Bank, or is there no physical proof of this ? 

Mr. Scaruro. I believe that your committee has been provided with 
a number of communications by a goodly number of American ex- 
porters on this very subject. 
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Senator Pastore. I see. 

Senator Monroney. We have quite a file, but it is marked “Srricrry 
ConFIDENTIAL—Not authorized for publication,” because some of these 
firms that are criticizing the delay may later be clients of the Export- 
Import Bank. 

Senator Pastore. And I don’t think it ought to be revealed, either. 
I agree with that. But that, to me, would be the best tangible proof 
in support of this new suggestion. 

Mr. Scaruro. I would have no—I would have no personal criticism 
of the Export-Import Bank’s operation. I feel that the area in which 
they have been operating has been well taken care of, but we are getting 
into a new area here, which involves going into a wholesale business 
of extension of credit which you cannot handle through a small 
organization. If the Congress is prepared to expand the personnel 
of Export-Import Bank to 3,000 or 4,000 people or more, and get— 
well, I won’t pursue that. There is the other problem, also, as I 
should like to show later in my statement, that the Export-Import 
Bank is essentially a banking institution, and we are dealing here 
with insurance. 

I don’t believe that the two functions should be combined. 

Senator Monronry. Wouldn’t you also say, Mr. Scafuro, that a 
bank seeks to avoid risks, whereas an insurance company deals in 
risks ? 

Mr. Scarvro. That is the concept. 

Senator Monroney. This is the purpose for the existence of the 
insurance company, while a bank wants everything as secure as 
possible, and you can’t find it in the kind of a trading world that we 
have. 

Mr. Scarvro. That is correct, Senator. 

Senator Pasrore. Mr. Scafuro, will you indulge me for 5 or 10 
minutes? I have a very important call to make. Mr. Monroney 
will chair the meeting. 

Mr. Scaruro. Senator, if you would permit me, I would like to fin- 
ish this part of the statement. 

Senator Monroney. Yes, go ahead. Then when you finish the 
statement, we wil come back to questions. 

Mr. Scarvro. Yes. 

Since that report was issued, additional responses have been re- 
ceived by the committee, and a later analysis, made April 15, showed 
the following result: 


aa al, + I ie iii ck sitet nine hack te tenis nb date wn 226 
Number of respondents favoring our committee’s proposal___- 180 
Combined net worth of respondents____.__._.____________-_____ $26, 000, 000, 000 
Ageregate sales of respondents.__.......-...= 2... le 4 $50, 000, 000, 000 
Wenner’ of States fepresetited.) 2o2ui ws 26 


1 Including District of Columbia. 


The evidence which our national coordinating committee has ac- 
cumulated clearly indicates that a substantial segment of American 
industry and commerce feels the need for a truly comprehensive ex- 
port credit guarantee system, and favors the establishment of a private 
enterprise type of insuring facility along the lines we advocate. Our 
committee’s proposal is intended to supplement, not to supplant or 
interfere with, any of the presently operating or projected credit or 
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financing facilities, whether governmental or private. Indeed, the 
proposed American Export Credit Guarantee C orporation would 
greatly strengthen the existing institutions and should aid them in 
more effectiv ely servicing our export trade. 

Our committee is seriously and carefully studying the new guaran- 
tee facilities about to be made available by Export-Import Bank of 
Washington. It remains to be seen whether these revised arrange- 
ments will provide the broad, flexible and comprehensive guarantees 
that are essential to meet all the practical conditions and problems > 
volved in oversea credit granting and whether they will match, 
their scope and effectiveness, the broad coverage available to anaes 
of other principal trading nations. Export- -Import Bank proposes to 
issue political risk guarantees for periods to 180 days through com- 
mercial banks and/or insurance companies, as its agents, while the 
writing of purely commercial credit (insolvency) guarantees for the 
same term period is to be left to private insurance companies. 

I have already indicated the inadequacy of the commercial insur- 
ance company coverage. It is our committee’s view that this use of 
multiple entities will not equal the effectiveness of a single well-inte- 
grated and specialized export credit guarantee organization. 

No other country in the world mixes export credit insurance with 
direct export financing operations, and it would seem unwise and gen- 
erally undesirable for the United States to do so, especially if private 
enterprise is prepared to undertake the task with a minimum of Gov- 
ernment assistance. The commercial banks and lending institutions in 
other countries do, however, give preferred consideration to insured 
receivables, and do often grant more favorable rates in their discount- 
ing and other financing operations when the account is protected by 
a credit insurance policy. That would undoubtedly prove to be the 
case here in the United States. 

Only a specially organized commercial insurer, such as the proposed 
American Export Credit Guarantee Corporation, is able to provide 
the flexibility and the working mechanism to permit quick decisions 
as to the insurability of business offered for coverage. Delays of more 
than nominal duration in determining the insurability of buyers, mar- 
kets and transactions will lead to the placement of desirable orders 
with foreign suppliers, to the detriment of American industry, com- 
merce, agriculture and labor. 

As I have indicated in my statement, Mr. Chairman, a number of 
beneficial effects would flow from the establishment of such a Corpo- 
ration for the exporter and the producer, for the commercial banks and 
financing agencies and for labor. The direct exports would be ex- 
panded, and this in itself should leave less incentive to transfer Amer- 
ican manufacturing operations and jobs to other countries where effec- 
tive export credit insurance is available. 

For the Nation: 

1. Direct exports of U.S. products would be maintained at the high- 
est level consistent with sound credit and economic standards. 

2. This sustained export volume would contribute to correction of 
our external balance of payments deficit. 

3. Buyers abroad would respond to the more rational considera- 
tion of their legitimate credit needs, hence existing markets would be 
better pr otected and new markets more readily developed. 
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Finally, may I say that, under normal conditions, the implementa- 
tion of our national coordinating committee’s S proposal should not, 
over the long run, cost the Gover nment anything. Since the premium 
charges for the guarantees would be ¢ adjusted to cover losses and man- 
agement expense, any borrowing of U.S. Treasury funds would be 
necessary only to meet a temporary emergency. Normally, such bor- 
rowing should be required only if apes when one or more debtor coun- 
tries had to defer payment in ‘U.S. dollars of trade bills already cov- 
ered, wholly or in part, by the local currency deposits of the respective 
debtors. Once these “frozen” foreign receivables were liquidated by 
reestablishment of currency convertibility, the Guarantee Corpora- 
tion would be reimbursed by the overseas debtors for its loss claim pay- 
ments and the Corporation would then repay its debt to the U.S. Treas- 
ury. 

This eventual recovery of principal, when combined with the alloca- 
tion to the Treasury of an equitable share of the “political risk” premi- 
um income on all outstanding guarantees, should counterbalance the 

“cost of money” loaned by the Treasury to the Guarantee Corpora- 
tion. That Corporation’s obligations for money borrowed from the 
Treasury could not be made subject to fixed interest charges, because 
such a rigid burden might weaken its financial structure and thus ren- 
der the Corporation’s guarantees unacceptable. Instead, as above 
indicated, the Corporation could assume a contractual obligation to 
pay the Treasury (regardless of whether it was in debt to the Treas- 
ury) an equitable fixed share of all premiums it collected for politi- 
cal risk coverage. 

It should be understood that, in spite of all precautions and the 
best management that could be provided for the American Export 
Credit Guarantee Corporation, there might be some political risk 
losses which were not recoverable in full. These sedhieal losses would 
have to be absorbed by the special political risk reserve fund to be 
set up by the Corporation, and possibly to some extent by the Treas- 
ury. This, however, should also be a temporary deficit situation, 
because, in line with standard insurance practice, the Corpor ation’s 
loss experience would always be reflected in its premium rate adjust- 
ments. 

In other words, premiums would be kept at a level sufficient to cover 
losses and expenses, but though the accounting between the Treasury 
and the Corporation might conceivably become temporarily unbal- 
anced and might even result in some deficit for the Treasur y’s account, 
the broader national interest cannot be overlooked—viz: the mainte- 
nance and expansion of our international markets, protection, and 
creation of jobs for millions of Americans, sustaining the maximum 
national production, the highest level of incomes and tax revenues— 
these are the multiple beneficial effects that would flow from an ade- 
quate comprehensive export credit guarantee system. 

The preponderance of opinion among businessmen who have care- 
fully studied this problem is that only a privately owned and man- 
aged corporation can efficieritly and effectively operate an American 
export credit guarantee organization. This being the case, it be- 
comes essential to create the conditions that will induce investors to 
supply the necessary capital and to provide a reasonable expectancy 
of a return on such invested capital. Only by permitting the Cor- 
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poration to limit its risk assumption to the strictly commercial credit 
hazards can we construct for it a sound financial basis. 

The Guarantee Corporation would retain (for itself and its rein- 
surers) the full commercial credit risk premiums, from which it 
would set aside proper reserves for payment of its commercial credit 
loss claims. Dividends to its shareholders would be dependent upon 
any excess premium income over such reserves, plus income from the 
Corpor ation’s investment portfolio. Assuming good underwriting, 
a projection of earnings from commercial credit guarantees visualizes 
a reasonable return on invested capital. 

This plan of organization of the Guarantee Corporation, with mini- 
mum participation by Government and minimum reliance on public 
funds, plus its in-bwilt mechanisms for gradual accumulation of re- 
serves, all combine to provide a design calculated to develop the Guar- 
antee Corporation into an organization that should over the years 
acquire greater and greater financial self-sufficiency and thus find less 
and less need for reliance on Government support of its political risk 
underwriting. 

Most of the credit insuring concerns in other principal trading na- 
tions have not only paid their way, but have accumulated substantial 
reserves. Likewise, in the case of the proposed American operation, 
the objective would be to build internal reserves and surplus to the 
point where U.S. Treasury support would be progressively less essen- 
tial. 

Thank you, Mr. Chairman. 

Senator Pasrorr. Thank you for a very, very excellent statement. 
Are there any questions ¢ 

Senator Monroney. I want to second what the chairman said, and 
also commend you for the imaginative approach that you have taken 
in trying to put this into one package calling for the maximum amount 
of private industry participation in the normal commercial credit 
losses—with the Government as a partner in this, to take care of the 
catastrophic or political risk, which I don’t think any commercial 
company could ever take in this world of ours today. 

The question I would like to ask is: Do you envision that there 
would be certain areas of the world—particularly in the matter of 
the convertibility of local currencies— which would not be insurable 
and where an exporter wishing to go in there would have to be told 
we are sorry but the Export C orporation couldn’t underwrite in this 
area, or if it did, there would have to be a surcharge on the insurance 
premium because of the high risk of political instability or currency 
devaluation or other such political problems? 

Mr. Scarvuro. Senator, 1 believe that it should always be the policy 
of this Corporation, or any other credit-extending institution that at 
the time that it undertakes the risk, the conditions should be such that 
there is reasonable expectancy of repayment. 

Should the house be afire when the application is presented, obvi- 
ously there could be no coverage. 

Senator Monronry. One point I wasn’t clear on. T believe you 
mentioned instances up to 180 days. Then you would expect this 


credit insurance to be transferred to a bank or to some other financial 
institution. 
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Mr. Scaruro. We are presupposing here an organization which will 
underwrite insurance from 1 day to 5 years after delivery of goods, 
Now with both the commercial and political and catastrophic risks 
covered in effect, what has been accomplished is to reduce the oversea 
risk to a domestic risk, so that there is no longer any problem from a 
banking standpoint or from the exporter’s standpoint. It is a matter 
of what resources will sustain. 

Senator Monroney. And this would open up many commercial 
banking channels which today at best are limited to very few banks 
with international departments, is this not correct # 

Mr. Scaruro. That is correct. And even the best and most pro- 
gressive institutions in the country must of necessity exercise prudence 
in the total amount of exposure that they will take in any given area. 

Senator Monroney. Let’s get down to a specific case. I come from 
Oklahoma. We make certain oil field drilling equipment. We export 
it around the world. Our banks, however—although they have great 
deposits and great resources—do not have international departments. 
Today, they would have to rely on the Export-Import Bank for the 
export, we will say, of $5 million worth of drilling equipment, because 
local banks do not feel competent to take that loan. 

However, with this Export Guarantee Corporation they could make 
the loan to the individual and have that loan covered by this credit 
guarantee, is that correct ? 

Mr. Scarvuro. That is possible. 

Senator Monroney. So they will use the advice and know-how of a 
pool of experts in one corporation to facilitate the channeling of 
credits from commercial banks that today wouldn’t touch an export 
loan with a 10-foot pole. 

Mr. Scarvuro. That is a possibility. 

Senator Pasrore. And isn’t it essentially your argument, as I 
understand it, Mr, Scafuro, that today, because the Government itself 
is the only agency that can afford to give or cover this politica] or 
catastrophic risk, it necessarily means that these exporters who are 
continuously and daily doing business with their commercial] banks 
are driven to this governmental agency for loans when ordinarily 
they would rather do it with their own commercial bank but can’t 
because the commercial bank can’t cover this political or catastrophic 
risk? 

What you are trying to do is in some way to penerete this responsi- 
bility and restore the banking aspect of it to the banking institutions 
with the Government remaining in the field insofar as this extra- 
ordinary risk is concerned, and the Government in turn, would be 
paid a premium or part of the premium ? 

In other words the premium that will be paid to the Government, 
will in large measure over a term of years write itself off in such a way 
that the Government would not have to pay any money out of its own 
pocket. 

Am I right on this? 

Mr. Scaruro. That should be the condition over a long period of 
time. 

Senator Pastore. Over a long period of time. In other words, the 
portion of the premium paid to the Government will be paid to the 
Government because it assumes this extraordinary risk and that pre- 
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mium will be predicated upon what the overall loss might be, is that 
correct ? 

Mr. Scaruro. That is correct, yes. 

Senator Pastore. Well, it makes sense to me. I guess there are in- 
tricacies that have to be worked out. That is precisely what happened 
to our RFC—Reconstruction Finance Corporation. After the emer- 
gency had passed, the whole activity was restored to private industry. 
I quite agree with the philosophy that where private industry can do 
a job, Government hadn’t ought to be in it. 

Senator Scorr. Mr. Scafuro, I very heartily agree with what the 
chairman has just said. Last year I had the opportunity to make a 
rather extended trip through parts of Asia and Africa, and in dis- 
cussing these matters with businessmen, American and foreign busi- 
nessmen, with foreign officials, with the chamber of commerce people, 
with commercial attachés, ambassadors, and so on, the problem that 
you have mentioned continually recurred. 

I have seen trade fairs of countries in Western Europe and Czecho- 
slovakia where the stress was on the production and sale and appeal 
of their goods. We were told that the superior credit facilities in 
some of these countries, for example West Germany, is responsible. 

In your testimony you have covered a number of different types or 
risks. I believe it would be of value to the committee if you could 
summarize briefly the answer to three questions that I have here. 

The first is the types of risk for which our competition from other 
nations offer guarantees or credits which are better than the U.S. 
businessman can now secure ¢ 

Mr. Scaruro. If I may, I would like to read what the British Ex- 
port Credit Guarantee Department is now offering in one document. 

Insolvency of the buyer: The buyer’s failure to pay within 12 months of due 
date for goods which he has accepted; action of buyer’s government which 
blocks or delays transfer of payment in sterling to the United Kingdom, imposi- 
tion of import licensing restrictions in the buyer’s country or cancellation of a 
valid import license; war between the buyer’s country and the United King- 
dom; war, revolution, or civil disturbance in the buyer’s country; cancellation 
or nonrenewal of a United Kingdom export license or imposition of new export 
licensing restrictions; additional handling, transport, or insurance charges 


arising from interruption or diversion of voyage which cannot be recovered from 
the buyer. 


And then there is a catchall clause which reads: 


Any other cause of loss occurring outside the United Kingdom and not within 
the control of the exporter or the buyer, and not normally insurable with com- 
mercial insurers. 

So that as you see, Senator, is all embracing and covers almost any 
situation. 

Senator Scorr. Would this illustration apply : 

A vessel under British registry or Danish registry, is delayed and 
eventually forced to unload within the Suez Canal area. Would the 
exporters who had shipped on that vessel be in a better position than 
they would be if they were shipping under an American flag or— 
well, I won’t get into flags of other nations—under an American flag? 

Mr. Scaruro. Going back to the last clause in this statement there 
is a phrase here which says “and not normally insurable with com- 
mercial insurers.” The risk that you have just mentioned is one 
which I believe is normally a marine risk. 

Senator Scorr. Normally a marine risk. 
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Mr. Scaruro. A marine risk and would be covered. 

Senator Scorr. The second question is: Could you state briefly 
whether the present facilities of the Export-Import Bank are ade- 
quate in the short-term or intermediate field? Mr. Kearns has stated 
that in his opinion this is not adequate, and I believe it is pretty well 
covered in your statement, but would you comment on it again? 

Mr. Scaruro. The new facility which has been offered, the guaran- 
tees for up to 6 months, as I have already stated, are limited to the 
political risk for coverage through the commercial banks and in- 
surance companies. But it is deficient in the sense that, if you 
desire to cover the commercial credit risk, you must go to a com- 
mercial insurance company. The commercial insurance company in 
turn today is not offering the kind of coverage which you can get 
under the British or other policies. 

They will only cover the insolvency or bankruptcy, so that on that 
score we do not have as good facilities at least up to this point— 
although I believe the Export-Import Bank is giving it some con- 
sideration—there appears to be no provisionfor guarantees between 
6 months and 1 year. But that is a matter which I believe they can 
ot if there is a demand for it, and I feel that there is a demand 

or it. 

When it comes to the longer term, the so-called comprehensive 
guarantees for medium term credit, while the risks covered would 
opens be as comprehensive as the British or German, the prob- 
em lies in the case-by-case approach at the Government level. It 
is a question there whether the private corporation could do a more 
effective job. 

Senator Scorr. But generally speaking the present facilities of 
the Export-Import Bank do appear to you to be inadequate in the 
short-term or intermediate field, do they not? 

Mr. Scaruro. There are several points, Senator. 

There is the question of lack of assurance at this time that all goods 
and services may be covered. It is still subject to an examination 
as to whether certain types of electronic equipment might be shipped, 
or whether a printing machine might be guaranteed going to a cer- 
tain area. There is no such doubt under the other countries’ insur- 
ance systems. There are no exclusions, except perhaps war materials, 
So that the man can go out with full assurance that he can obtain 
coverage. 

The only problem that confronts him is to be certain that he is 
selling to a man who is creditworthy. 

Senator Scorr. Now, third, am I correct in the interpretation that 
if the U.S. Government provided an adequate export guarantee, or 
an adequate type of credit risk insurance such as you have suggested, 
that private capital would, in your opinion, be available without 
the need for the Government getting any further into the loan busi- 
ness than that degree suggested in your statement ? 

Mr. Scarvro. That private capital would be available for the 
formation of the corporation or for the actual lending ? 

Senator Scorr. I assume from your statement that private capital 
is to be available for the formation of this organization. 

Mr. Scarvuro. Yes. 

Senator Scorr. And that private capital is available for the actual 
lending subject to certain Federal guarantees? 
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Mr. Scaruro. I believe that the committee is well informed on the 
existing money market situation in the United States and the tightness 
of money in the commercial banks. I would say that genewehy 
speaking the degree of tightness is one of the respective customer-ban 
relationships. ; 

It may be tight in one instance and the relationship may be such in 
another case that you will have to give some way. Beyond this, as 

ou might have heard in yesterday’s testimony, one of the witnesses, 
Mr. Stallworth, indicated there are vast reservoirs of insurance and 

ension funds which might be opened to this field of investment. I 

lieve that the banks could, and they have already done so in many 
cases, have access not only to funds in the United States but in foreign 
money markets—say Switzerland—where, by the use of the Ameri- 
can bank’s guarantee, they have persuaded foreign holders of funds 
to put them at the disposal of American corporations for the purpose 
of financing exports. Now, an American bank cannot take that 
position over an extended period—let’s say over 6 months—unless in 
many cases it ought to have the further protection of these guarantees 
that we have been talking about. So I believe that the creation of 
these facilities would enable banks in one form or another to find the 
money to do the job. 

Senator Scorr. Thank you, Mr. Scafuro. Thank you, Mr. Chair- 
man. 

Senator Monronery. One phrase, Mr. Scafuro, you used I thought 
was most telling—when you said you didn’t want the exporter to fall 
between two chairs. In other words, the chair of the commercial 
credit risk versus the political or catastrophic risk. I can see from 
that very terse phrase that it does become a problem. It would become 
a problem if a big sale is arranged with Japan, for example, and 
your company—a company writing the commercial credit risk is 
willing to give coverage on it, the Government delays it for a month 
or two, and then the exporter can’t close the deal. He is trying to run 
on one leg, and only by a wrap-up package that is comprehensive in 
its coverage can you give the exporter the timeliness and the compre- 
hensive coverage that he would need. 

Mr. Scaruro. That is correct, Senator. But I also had in mind the 
eventuality of a loss which, under certain given circumstances, might 
be argued as to whether it would be under one document or another. 
That would be rather rare but it is a contingency. 

Senator Monroney. This could be much better settled in one corpo- 
ration rather than in a lawsuit or in a negotiation, where each denys 
liability, and claims the loss is in the other’s field. 

Mr. Scaruro. I am sure good attorneys could formulate the type of 
documents that would blend with one another, but there is always a 
chance of disagreement. 

Senator Monronery. That leads to this question: Do you think the 
Export-Import Bank plan would qualify under these two tests? 

Mr. Scaruro. Well, that area is open. 

Senator Monroney. It still leaves them falling between the two 
chairs. 

Mr. Scaruro. To my mind 

Senator Monroney. It still leaves the bickering that goes on as to 
whether the private company is responsible, because it is a commercial 
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risk, or whether the Government is responsible because it is a political 
risk. There will always be a great area of uncertainty. 

Mr. Scarvro. There is certainly a contingency. 

Senator Pasrorr. An example is wind in the hurricanes in Rhode 
Island: Did the wind do it or did the water break the glass¢ Was it 
the wind or was it the rain? If it was the wind, there is liability; if 
it was the water, there isn’t any. 

There youare. Whocan prove it? 

Senator Monroney. It is the same in Oklahoma: whether the house 
caught on fire as a result of the fact the electric line broke down in the 
tornado, or from other causes. These things can be covered only in a 
comprehensive policy, and therefore the plan of the Export-Import 
Bank leaves this gap which would be difficult to surmount with even 
the best of intentions on the part of two separate export entities deal- 
ing with it. 

Mr. Scarvro. I might also point out one other very important 
distinction between a banking organiaztion and an insurance organi- 
zation. 

Under the present system I assume that the Export-Import Bank, or 
any other such organization when issuing a guarantee in effect. utilizes 
that much of its lending power, if it issues a $1-million guarantee it is 
equivalent to having made a loan for $1 million, whereas under an 
insurance-type operation, taking Canada, for instance, it may issue a 
$20 guarantee for every dollar of capital. 

So that there is an economy in the use of capital through this 
mechanism. 

Senator Monroney. I believe you said that the exporters came down 
here as early as June 8, 1956, testifying in behalf of some type of credit 
insurance, 

Mr. Scarvro. In June 1955, I believe it was, Senator Fulbright 
introduced a bill, S. 2256, which contemplated the establishment of a 
wholly Government-owned Export Credit Guarantee Corporation. 

Senator Monroney. But hearings on this vital question extended 
only to about six pages during that whole hearing, which generally 
was based on the extension of the Export-Import Bank Act; is that 
correct ¢ 

Mr. Scarvro. That is correct. 

Senator Monroney. Then we had hearings in 1958 in which we went 
into this problem and where that solution was opposed by the Export- 
Import Bank with the promise that they could meet all the exporters’ 
needs under their present program. Is that not a correct summary? 

Mr. Scaruro, Well, I believe there was an expectation that the 
substitute exporter credit lines which were offered at the time would 
do this job that the Export Credit Guarantee Corporation was pre- 
sumed to do. 

Senator Monroney. And at that time I distinctly remember the 
<xport-Import Bank testified that while we were slipping in exports, 
it was merely a very temporary phenomenon and would be shortly 
corrected. 

Let me ask you: Has not our export situation further deteriorated 
consistently since 1958 ? 

Mr. Scarvuro. There has been a deterioration; I think we are all 
aware of that. To what extent it might have been corrected with the 
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existence of these other facilities, of course, it is difficult to say since 
we didn’t have the facilities. 

Senator Monroney. In your testimony on page 10, you have 226 
respondents to your questionnaire and out of that 226, 180 favored 
the proposal for this Corporation; their combined net worth was $26 
billion, and their aggregate sales was $50 billion. 

Now it seems to me that this is rather conclusive proof, given this 
volume of business represented, that there is a feeling that something 
more is needed, and they were definite enough, at least, to favor some 
sort of a corporate setup that would cover—be able to issue—a com- 
prehensive risk policy. : ‘ “teh 

Mr. Scaruro. That is correct, Senator. I believe it is also signifi- 
cant that out of this group of 180 companies approximately 80 of them 
have gone so far as to take the matter up through their respective cor- 
porate channels to get a decision to invest a nominal sum of $1,000 to 
set up a pilot corporation as a demonstration of serious intent. 

This survey did not extend over the whole area of exports in the 
United States, but it is representative. A 20 percent response is con- 
sidered, I believe, very —_ 

Senator Monronry. I am impressed also by the $50 billion aggre- 
gate sales of the respondents, which is a pretty substantial amount 
of business. I presume that would be both domestic and foreign. 

Mr. Scaruro. That is correct. Im many cases, also, I might say, 
the companies tabulated are subsidiaries and in some cases we didn’t 
feel conscientiously justified to bring in the parent company. So the 
figure could have been higher. 

Senator Monroney. We had one witness yesterday, Mr. Scafuro, 
who maintained that the catastrophic and political risk should be 
required to be covered on all of a company’s exports so that you would 
have worldwide coverage and you would be insuring good risks as well 
as bad risks. 

You would advocate such a program ? 

Mr. Scaruro. I certainly do not. I am glad you gave me oppor- 
tunity to speak on that, because if anything is going to damage the 
chances of this being done it is the idea that this corporation, or any 
other organization like it, would go helter-skelter covering all risks 
coming to it. There comes a point where the situation has so deter- 
iorated in a given area or given country that the corporation would be 
obliged to suspend coverage or raise its percentage of coverage or 
raise its price of coverage. 

Over and above that, of course, comes the national interest. If in 
any given situation in spite of everything that is wrong in the coun- 
try, the Government says “Continue to cover as long as you are satis- 
fied with the commercial credit aspects of this thing,” you continue to 
cover regardless of the political and economic situation. 

Senator Monroney. In other words, the insurance company would 
have to be willing to cover on the basis of each risk and not try to 
force all exporters into a blanket coverage ? 

Mr. Scaruro. Generally speaking, it is desirable that the exporters 
be prevailed upon to insure all of their short-term transactions, that 
is up to 6 months or 1 year, but within reason. There are certain 
types of certain areas; for example, I think it would be reasonable 
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not to require sales to Canada or perhaps even Great Britain to be 
insured, or that certain sales covered by confirmed bankers’ credits 
be excluded. 

But several of the European organizations go beyond that. They 
say that if the exporter wishes to exclude certain markets, they will 
consider it. Of course the more exclusions, the higher the price be- 
comes. 

Senator Monroney. That isall I have. 

(The following addendum was supplied for the record :) 


EXHIBIT 10 


ADDENDUM TO STATEMENT BY FRANCIS R. ScAFURO, CHAIRMAN PRO TEM, NATIONAL 
CooRDINATING COMMITTEE FOR EXPORT CREDIT GUARANTEES 


A suggestion has been made to the effect that, in lieu of providing the proposed 
corporation with a capital structure sufficient to undertake, on its own, the full 
risks of underwriting both the commercial and political hazards in export credits, 
a group of direct insurance underwriters might form an association, with related 
contractual arrangements whereby each member company would assume a prede- 
termined fractional percentage of each type of risk, or even of specific risks. 
Under such a procedure, the Export Credit Guarantee Corporation would be 
simply the vehicle through which the direct insurers in the association would 
centralize the technical operations involved in underwriting export credit guar- 
antees. 

While establishment of an association or pool of direct insurers might follow a 
pattern similar to that used in certain other risk categories (e.g., aviation, nu- 
clear damage, etc.) this special type of comprehensive export credit guarantee 
underwriting requires technical knowledge and experience not possessed by the 
direct insurers who would become the association members. Nor do these in- 
surers have the specialized staff required to activiate and administer the instru- 
mentality through which the guarantees would be issued. 

Moreover, there would have to be sufficient capital, and sufficient earning 
power on such capital, within the corporation to support its overhead and to 
inspire the full confidence and support of those who would rely on its guarantees. 

Therefore, the central instrumentality (that is, the proposed American Ex- 
port Credit Guarantee Corporation), would need to have some real substance 
of its own, in order to gain public confidence and to attract the caliber of staff 
and manpower required to enable the corporation to properly perform its func- 
tions. Such a guarantee corporation should be staffed by individuals of at 
least the same caliber and standing that one finds in our leading international 
banking institutions. The same principles of credit analysis and management, 
market analysis and overall risk evaluation would be involved in the export 
credit guarantee operation as are applicable to the work of leading banks and 
in the credit and financial divisions of our major exporting organizations. 

Obviously, the proposed corporation would need trained, experienced per- 
sonnel capable of analyzing the political and economic conditions and trends 
in all our world markets. Personnel of this high type would be functioning not 
only at headquarters but also traveling abroad, to be in a position to properly 
assess current conditions and trends as these related to the corporation’s under- 
writing policies. Staff members would be selected for their ability to maintain 
the highest degree of coordination and liaison with Government departments con- 
cerned, such as Treasury, State, Commerce, and with such international agen- 
cies as the International Monetary Fund, the World Bank, and similar institu- 
tions. This coordination would be required to provide the corporation with a 
continuous and current flow of up-to-date confidential information for guidance 
in its underwriting, and in controlling its exposure limits, by market and by 
commodity, from a commercial credit and especially from a political risk stand- 
point. 

Because of the essential need to centralize this commercial, political, eco- 
nomic and foreign exchange intelligence, and because of the obvious advantages 
of a single point of control of overall commercial credit and political risk ex- 
posure limits, the reason for vesting only one Guarantee Corporation with U.S. 
Government political risk “reinsurance” support can be more readily understood. 
The fact that practically all of the other 26 countries now operating such 
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guarantee systems function through a single entity gives further confirmation of 
the validity of this ‘exclusive underwriting vehicle” approach. In effect, this 
granting of a Federal charter to one export credit guarantee corporation would 
not create a monopoly. The proposed American Export Credit Guarantee Corpo- 
ration would merely be the private mechanism through which any or all qualified 
direct underwriters could participate in the underwriting of the export credit 
risks. 

It would seem, therefore, that the proposed American Export Credit Guarantee 
Corporation should start with a capital structure of at least $2 to $3 million. 
Within prescribed ratios, the Corporation would retain for its own account a 
certain percentage of the commercial risk. The balance of the commercial risk 
would be assumed by the association of supporting commercial underwriters, 
which association might represent an aggregate financial strength of several 
billion dollars. The Guarantee Corporation would assume the entire political 
risk cover for its sole account, retaining the full premiums collected for this 
part of the cover. Political risk claims would be paid by the Corporation out 
of its political risk reserve fund, with recourse to the U.S. Treasury (or its desig- 
nated agency) on a loan basis, for any amounts that might be required to pay 
political risk claims beyond the Corporation’s political risk reserve fund. A 
standby loan commitment limit would be maintained by the Treasury, for which 
the Corporation would pay the Treasury a specified fee on the amount of politi- 
cal risk guarantees outstanding. 

To preserve the Corporation’s financial solvency, sources for repayment of any 
Treasury loans would be limited to recoveries from guaranteed export receiv- 
ables frozen by reason of political risk factors. Future political risk premium 
earnings would also be reserved for Treasury debt reduction. 

The long-term objective of the Corporation would be to accumulate reserves 
of such size as to gradually reduce the need and the occasion for any Govern- 
ment loans. In other words, the Export Credit Guarantee Corporation should 
look forward to an eventual fully self-sustaining commercial basis. 

Through an arrangement of the type herein indicated, the problem of provid- 
ing an initial capital structure for the proposed American Export Credit Guaran- 
tee Corporation should be simplified. A suggestion has also been made that 
the Corporation might be partially capitalized initially by an advance from the 
U.S. Government, to be repaid out of earnings over a long period of years. I 
believe there are precedents for this. 


Senator Pastore. Thank you very much, Mr. Scafuro. 

Mr. Fain. 

Mr. Fartn. Mr. Chairman. 

Senator Pasrorr. Mr. Fain, I don’t have to tell you how happy I am 
to have you here. This gives the whole hearing a Rhode Island blend. 
You may now proceed in any way you desire. 

Mr. Farn. Thank you, Mr. Chairman. 


STATEMENT OF IRVING JAY FAIN, OF PROVIDENCE, R.I., DIREC- 
TOR, APEX TIRE AND RUBBER CO., PAWTUCKET, R.I. 


Mr. Fatn. Mr. Chairman and members of the committee, as you 
have heard, my name is Irving Jay Fain. I am a constituent and, 
happy to say, a friend of your chairman, Senator Pastore. I have been 
a fitelong resident of his State of Rhode Island. For the past 33 
years since my college graduation I have been engaged continuously, 
except for military service, in active private business. During the 
past 15 years, I have been particularly concerned with international 
trade. My extracurricular activities include service as a member of 
the U.S. Trade Mission to Turkey, as a member of the Export Ad- 
visory Committee of the U.S. Department of Commerce, as past 

resident of the Providence Foreign Trade Club, and of the New Eng- 
and Export Club. My private business associations include the Apex 
Tire & Rubber Co. and the Thompson Chemical Co. of Pawtucket, 
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and the Tower Iron Works of Providence. I appear as an individual 
businessman, talking from own own experience, on behalf of an ex- 
port credit guarantee program which I think will be beneficial for 
American business in general, and for the welfare of our country. I 
snall not attempt to “cover the waterfront,” but to discuss just two 


aspects. 

We start with certain assumptions which certainly need no elabora- 
tion now. 

First, the expansion of U.S. exports is a direct contribution to the 
level of production and employment in the United States. 

Second, the expansion of U.S. exports is necessary to provide foreign 
exchange for our expanding requirement of imports, especially of 
raw materials and foodstuffs. 

Third, the expansion of U.S. exports will be an important con- 
tribution to our international balance of payments situation. 

Fourth, the expansion of U.S. exports will improve long-range 
markets for American industry by establishing preference for Amer- 
ican products. 

Would you ever hear a successful businessman refer to prospective 
customers in Dallas or Duluth with remarks such as—and these are 
remarks I have heard—“Cash on the barrelhead,” or “If those people 
want my goods, they can come and pay for them and take them away,” 
or “I am ready to do business with anybody; all I want is to have them 
pay me cash in New York.” Yet these are exact remarks which I 
hear frequently from manufacturers when discussion turns to export 
sales. These are the same human beings who freely adapt their credit 
policies to market conditions in this country, who grant 30 days, or 
60 days extra, or spring dating, or fall dating, or consignment, or 
whatever the market calls for. This blind spot in respect to export 
credits is revealed in another way. When I talk to American manu- 
facturers who are not yet active in export trade, their first question 
almost always is, “How do you get paid?” Rarely do they first ask, 
“How do you sell ?” 

It is this preoccupation with credit risk, this fear of foreign 
credits—the fear that was referred to earlier this morning by Senator 
Monroney, which in my own experience is the obstacle to the aggres- 
sive development of export sales markets by independent American 
manufacturers. 

This fear is not an unnatural one and not to be derided. In con- 
nection with commercial risks, it is not too much more difficult to 
watch oversea credits than domestic, though it is admitted they are 
more difficult. But the whole range of political risks involves keeping 
abreast of internal politics in each of the hundred markets, and of 
international politics and economic developments around the world. 
Many of the larger manufacturers and some of the medium-sized 
independents do attempt this complex task, and have been successful 
in their management of oversea credits. But all too many otherwise 
successful independent manufacturers are repelled by the magnitude 
of the job, or simply are unable to jump the psychological barrier 
at the water’s edge. 

There does not exist in our country as in other industrial countries 
the pressure on our manufacturers to seek oversea markets, This was 
referred to this morning specifically by Mr. Kearns, reporting upon 
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his trips. Our own domestic market is tremendous, and the part of 
our production going to export is small. Only about 3 percent of our 
factory production is exported; and only about 3 percent of our 
gross national product is represented by our total exports. This con- 
trasts to a range of 10 percent to 40 percent for other industrial 
countries, such as France, Italy, German, Japan, Belgium, and Eng- 
land. We must do something constructive to change the psychological 
climate of American business representing oversea sales and oversea 
credits. 

I deliberately do not use the word “foreign” because of its connota- 
tion. This can come in the form of an adequate export guarantee 
program with these characteristics: 

(1) Flexible and inexpensive to operate. 

(2) Quick and simple and low cost to the exporter. 

(3) Comprehensive in coverage of short, medium, and long terms. 

(4) Comprehensive in coverage of products. 

(5) Comprehensive in coverage of countries. 

(6) Comprehensive in coverage of risks, both political and com- 
mercial. 

By that I mean all risks, of course, in one package from one source. 

Senator Pasrorr. Do I understand that on this comprehensive 
coverage of countries you would include political as well as catastro- 
phic risks? For instance, if you were doing business with Great 
Britain and you did not want to buy political risk insurance; would 
you have to pay for it? 

Mr. Farn. If I were doing business, Senator, in England, which 
I am, I think that political risk coverage for England is superfluous. 
I think, however, that the insuring agency would take or should take 
that into account in setting the overall rate for all my business with 
all countries. 

Senator Pastore. On an individual basis? 

Mr. Farn. Ona total policy basis, sir. 

Senator Pastore. I see. 

Mr. Farn. I think it would be impractical to attempt to get cover- 
age on individual customers or individual shipments. I think to be 
perfectly effective it would have to be a comprehensive policy, the 
same as coverage of marine insurance for normal marine risks, 

Senator Pasrore. It is not that way now? Let’s assume that you 
are going to export tires or steel to half a dozen countries in Europe 
and Asia and Africa; what would you do? Would you go to the 
Eximbank and make application for this kind of coverage, and would 
they take all these countries into consideration in setting the premium ? 
How is it done now? 

Mr. Fatn. Well, now, to my knowledge there is no coverage avail- 
able. The only coverage available to an exporter is a completely 
inadequate commercial coverage offered by just one American com- 
pany, for short term. 

Senator Pastore. I see. 

Mr. Farn. I think the need—and let me pinpoint it here—is not 
particularly for your 5-year terms, where Eximbank has been operat- 
ing, but for the normal range of American exports, most of which 
would run in 180 days. 


Senator Pastore. You are talking also about short term credits as 
well ? 
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Mr. Far. Yes. 

Senator Pasrore. And you feel that your comprehensive protec- 
tion would in one respect “override the fact that you might have to 
include political risk coverage in the policy with regard to England? 

Mr. Farn. Senator, if an insurance company w ould offer my busi- 
ness coverage for only those countries we selected 

Senator Pasrore. You couldn’t afford to pay for it ¢ 

Mr. Farn. Their rate would be so high as to be prohibitive. 

Senator Pastore. I see. It is the spread ? 

Mr. Farn. Yes, sir. 

Senator Pastore. It is the spread that really gives you the ad- 
vantage ? 

Mr. Farn. Yes, sir. As I look back over my 15 years of business 
experience, I can recall moratorium in Colombia fairly recently, and 
Turkey and Brazil and Argentina. So that your actual incidence of 
risk has not been important, but it is possible for a company to be 
caught pretty heavily involved in one country at one time. 

Senator Pastore. All right, sir. 

Mr. Farn. Now, I ask the common question: What of the program 
announced last week and discussed yesterday by Mr. Waugh and Mr. 
Arey for the Export-Import Bank? Many of the facts are given, 
but not yet—I imagine soon—the important fact of cost. We know 
that their plan is to cover political risk on short term which is incom- 
plete and which has been discussed already several times this morn- 
ing. The reason, of course, is easy to understand w hy they wish to 
cover only the political, yet we must point out that leaves a big gap 
and doesn’t provide the coverage which I believe, as Mr. Scafuro 
mentioned too, is extremely important. 

With impolitic honesty, we must take cognizance of the history of 
Eximbank which has required it to be concerned with economic evalu- 
ation of each project. Here, without intending to make a pun on the 
word “critical,” I am not intending to be critical of Eximbank, but to 

oint out that their historic mission in American foreign tr: ade has 

een a completely different one than the subject we are discussing 
now. So that in the minds of American businessmen, it would take 
a revolution in the methods and approach of Eximbank if they were 
to operate the kind of a guarantee program which American industry 

wants and needs, and which has already been discussed by Mr. Sca- 
fie: Now, we must look into the reason why it is necessary for 
American exporters to give credit to buyers in most oversea markets, 
and usually longer term credits than to comparable domestic customers. 
In most of our markets, there has not been the opportunity for capital 
accumulation. Local capital is inadequate. Bank credit is difficult, 
uncertain, and expensive. And Mr. Kearns has referred to that also 
this morning. 

Business firms all along the line work with thinner capital than 
American firms. Credit terms are longer. The exporters to these 
markets are expected to become a part of this pattern, and in fact 
must do so if their customers are to participate in local business. 
This puts a great strain upon the working capital of the American 
exporter to maintain his turnover based on his available working 
capital, and to prevent his balance sheet from looking lopsided. The 
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answer lies in nonrecourse financing, and I stress that. I think non- 
recourse financing is the important facet of this whole situation. 

This nonrecourse financing in America is difficult and costly for 
American exporters under present circumstances, but it can be easy 
and cheap for American exporters to get nonrecourse financing if the 
credits have a comprehensive guarantee. 

And without the comprehensive guarantee, obviously you cannot 
borrow from a commercial bank at commercial rates. You must go 
to noncommercial banking sources. You were acquainted with the 
‘ates going on, though it makes it impossible for an American ex- 
porter to operate in most commodities. 

A comprehensive guarantee program, therefore, is important for 
most exporters who are required to sell on credit terms, and is especi- 
ally valuable for those exporters who do not have surplus operating 
capital. And I guess that applies to most of them. There are 
numerous credit guarantee schemes in the other exporting nations of 
the world. These have been operating successfully, and which you 
have heard from other witnesses. American exporters are entitled to 
have the benefit of this competitive tool. More importantly, the 
American economy should have the benefit of the stimulus which this 
tool will give to American exports. 

I wish now to comment briefly on a second facet. of an export credit 
guarantee program. This concerns the position of the U.S. Govern- 
ment. You have heard the proposal being sponsored by the Na- 
tional Coordinating Committee for Export Credit Guarantees, under 
the chairmanship of Mr. Francis X. Scafuro, who has today testified, 
which would establish a private operating entity, with Government 
support in the form of standby loans against exceptional political 
losses. I think that there can be no question as to the propriety of 
this participation by the Government. 

There now arises the question whether the operating corporation 
should be private or governmental. I do not propose to enter into 
an argument as to which can operate more flexibly, more economically, 
more “equitably ; ; or whether such an operating corporation is the 
proper function of the Government. There is one transcending con- 
sideration which favors operating through a private rather than 
through a governmental entity. 

This will be a business corporation designed to foster business 
activity. Its business decisions are to be made on economic grounds, 
not on political grounds. It is important. that its decisions be free 
of suspicion of political judgment. I mean this not political risk, 
but international politics, of course. Were this is a Government 
entity, there might be a suspicion of political motivation of its de- 
cisions which could have repercussions on our political relations. As 
an example, look now at Cuba, which is so sensitive to every oppor- 
tunity to accuse the U.S. Government of economic threats. There 
is the likelihood that even a privately managed corporation may be 
subject. to accusation of political motivation, but this would be less 
credible than if charge against a Government entity. I recommend, 
therefore, gentlemen, that the Congress encourage and support a 
privately operated corporation which will provide export credit 
guarantees that will be quick, simple, flexible and cheap, that will be 
comprehensive as to terms, products, countries, and risks. 











116 FOREIGN COMMERCE STUDY 


Thank you. 

Senator Pasrore. Thank you very much. Let me say this, and 
I hope you don’t consider this “corn,” you couldn’t have said it more 
simply, more eifectively, more intelligently, than you have. As a 
fellow Rhode Islander, I am busting out all over with pride. It is a 
fine statement. 

Senator Monroney. I am an Oklahoman, and that is a long way 
from Rhode Island. This is a wonderful statement and says in con- 
cise and understandable terms exactly what I consider our problem 
to be. Iam very happy that your long experience of 33 years in the 
export business does indicate your support of such a solid, sound, 
and comprehensive program. 

Mr. Fain. Thank you, sir. 

Senator Monronry. I compliment Senator Pastore on his con- 
stituent. 

Senator Pastore. Well, it is very very, well done, and in lay terms 
it gives the problem of the small businessman—exactly what he is 
up against. One of the appealing arguments that you make here— 
a rather novel argument—is the fact that it removes the political 
suspicion, where whatever is occurring is being done through the 
instrumentality of the Government. This is a very important point. 

Thank you very much. 

Mr. Farn. Thank you, gentlemen. 

Senator Pastore. We will now recess until 2 o’clock. 

(Whereupon, at 12:42 p.m., a recess was taken to 2 p.m.) 


AFTERNOON SESSION 


Senator Monroney. The committee will be in session. 

We are honored today to have Mr. Richard G. Lurie, editor of the 
American Export Publications. 

Will you please come forward, Mr. Lurie? We are happy to have 
you come before this committee to give us the advice which comes 
from your long experience in this field. 


STATEMENT OF RICHARD G. LURIE, EDITOR, AMERICAN EXPORTER 
PUBLICATIONS, NEW YORK 


Mr. Lurie. Mr. Chairman, my name is Richard Lurie, editor in 
chief of American Exporter Publications. Briefly, we are publishers 
of seven export trade magazines that circulate only outside the United 
States. We have no circulation in this country. 

All our executives travel a great deal abroad. I, myself, am a 
member of the World Trade Advisory Committee to the U.S. Depart- 
ment of Commerce, and have been a member of two U.S. Depart- 
ment of Trade Missions, one to Italy and one to France, in 1956 and 
1957. We are very conversant with the problems faced by oversea 
businessmen in importing U.S. goods, and equally as well, we think 
we know the problems faced by U.S. manufacturers and exporters in 
selling to foreign markets. 

Mr. Chairman, I would like to say here that I would like to con- 
gratulate the committee most sincerely because to my knowledge it 
is the first time that a Senate committee has held such extensive hear- 
ings on the strict problem of U.S. exports and how to increase them. 
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I have heard many export managers in the past grouse about the fact 
that all they do down in Washington is talk about the imports into 
the United States, but who is there to talk about exports? And I 
know that this will be the first of many hearings to correct this idea. 

When we first heard about the hearings we tried to figure out what 
we could do as a service to the committee. Therefore, we decided to 
survey a representative group of the U.S. export fraternity, both 
manufacturers and exporters, and ask them their opinion on a variety 
of subjects. And I am here today to present not my own opinion 
but an opinion of a very substantial segment of the exporters and 
manufacturers. 

First, we sent out 2,600 of these questionnaires, and received back 
489, which gives us a sampling of 19 percent. We received replies 
from 350 manufacturers and from—I beg your pardon—from 359 
hanufacturers, and the rest were what we call combination export 
managers. Now, these are important because these combination ex- 
port managers are one of the few ways that a small U.S. manufac- 
turer can sell in the foreign market. 

Briefly, he is the man who handles allied but noncompeting lines, 
and he has an exclusive contract and usually writes on the manu- 
facturer’s own letterhead, and each of the firms represented in the 
survey, I would say, handles about 15 such firms. Now, rather than 
read the—I would like to say one thing. Of our 459 responses, the 
bulk of them are what I call small and medium firms, both manu- 
facturers and exporters. For example, 17 percent of the respondents 
export yearly 500,000 to 1 million—rather 100,000 to 500,000, that is, 
26 percent; 17 percent export 500,000 to 1 million; and 19 percent 
had a yearly export last year of between 1 and 2 million. 

So you see that the survey are the medium-sized firms and smaller 
firms who, I think, of course, need a great deal of help, much more 
so than the big giants in the field. We have relatively few replies 
from the industrial giants, and therefore I think that the survey is a 
good expression of opinion of these middle firms. 

With the Chair’s permission, I would like to set up a small pictorial 
graph rather than read 14 pages of testimony here, and just go over 
the highlights of thesurvey. Isthat satisfactory ? 

(The prepared statement appears at the end of Mr. Lurie’s 
testimony. ) 

Senator Monroney. Yes. 

Mr. Lurie. Thank you. 

Senator Monroney. I am afraid you are going to have to move 
it up a little closer. 

Mr. Lure. All right. Can you read that from here? 

First of all, the amazing thing to me is that these 489 firms ex- 
ported actually 2.7 billion last year. That is about 21 percent of all 
US. manufactured and semimanufactured exports, and it is surpris- 
ing how few firms in this great country of ours are actually in the ex- 
port business; that these 489 firms export 2.7 billion, which I think 
is very good. 

Now, one of the questions I asked, one of the most important ques- 
tions I asked : “Do you think a credit export insurance program would 
increase your export business?” 
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Seventy-one percent of the replies, 37 respondents, said that if we 
had a comprehensive export credit insurance program, that their 
exports would increase by 27 percent. This means projecting it 
against the total of 10 billion of finished manufactured exports, that 
last year, if such a program had been available, that exports would 
have increased on a conservative projection between $1.5 and $2 bil- 
lion. This, to me, is a very significant thing, because I think it 
would have a great deal to do to help our balance-of-payments prob- 
lem, particularly in 1959. 

I also asked these firms—remember, they are small and medium 
manufacturers—what kind of export credit insurance they wanted. 
And they do want the normal risk insurance: 49 percent said that they 
would like insurance covering bankruptcy, insolvency, or particularly 
poor, long payment delay; 33 percent said that they would like con- 
vertibility or exchange transfer insurance as first choice; and 18 
percent said they would like political risk insurance. 

Now, I might add that the larger firms with exports of 10 million 
and more—10 million to roughly 100 million—they were the ones that 
showed more interest in the political risk insurance. They felt they 
didn’t need these other two types of insurance. 

Now, it is an interesting correlation, over here, that 70 percent of 
the respondents estimated they lost orders to exporters in other 
countries where a Government-sponsored insurance program was in 
effect. And this correlates very well 

Senator Monroney. Not 70 percent of the business, but 70 percent 
of the firms replying? 

Mr. Lurie. Seventy percent of the firms replying. 

Senator Monronery. They thought they had lost business because of 
delays or nonexistence of adequate credit insurance programs? 

Mr. Lurm. Yes. I asked them if they specifically lost orders to 
exporters in other countries where such a credit program is in effect, 
and 70 percent said that they did. Now, we also asked these re- 
spondents how many markets they sold in 1959, and the average was 
45 markets. Now that doesn’t show exactly that export is dying on 
the vine, but if you figure that there are about 150 free world mar- 
kets, including both small and large, we are only selling at one-third of 
our numerical market potential. However, they said that in 1960 a 
good percentage, 46 percent of the respondents said that they—59 
percent said they sell more markets in 1960 and 46 percent said they 
sold more markets in 1959 than in 1960, and correlating with that, 47 
percent think the State Department is doing a good job in removing 
oversea restrictions. 

I might add, if I had asked that question 4 or 5 years ago, there 
would have been a resounding “No” to that question. But with the 
removal of oversea restrictions today, with the better dollar position, 
even though 47 percent is in the minority, I think it is an encourag- 
ing factor. Seventy-two percent said they were satisfied with De- 
partment of Commerce services through the Bureau of Foreign Com- 
merce. However, I might add that the 28 percent who were more 
vociferous were the combination export firms, and they expressed dis- 
satisfaction. I asked them specifically why they were dissatisfied. It 
broke down to poor oversea trade lists, stale information, and not 
enough specifics in their oversea business information. 
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This I think is very significant. Only 54 percent of the respon- 
dents, when they travel abroad, use the services of commercial at- 
tachés. This can mean either of two things, I think: that the other 
46 percent thought so little of commercial attachés that they didn’t 
go to their office or that their own business relationships were set up 
in these countries. I think it is a combination of both. I then asked 
the respondents to write the commercial attachés, and here “Excellent” 
is in last place, “Fair” was in first place, “Good” was in second 
place, and “Poor” was in third place. 

Now, this, I think, also is an improvement, but it shows there is still 
room for improvement in the commercial attachés abroad. 

Now, of the respondents, 31 percent queried the Export-Import 
Bank on export financing, and of the 153 firms who queried them, 
57 firms succeeded in getting financing. I think it is a very high 
percentage of firms, over one-third who succeeded in getting the 
financing based on the firms who originally asked about. financing. 
But I think it shows in one sense perhaps poor public relations that 
only 153 firms out of 489 respondents—remember, these are sophisti- 
cated export firms—even bothered to query Eximbank on export 
financing. 

I think one of the reasons is that the consumer manufacturers and 
automotive manufacturers did not—most of the querying seems to 
come from the industrial manufacturers of capital goods for which 
this export financing is available. 

That about sums up the major parts of the survey, except that I 
asked two questions, one of which is on the chart here. Eighty-seven 
manufacturers last year reported a loss of $177 million because of 
oversea manufacturing. Now, this is very small. It probably is 
about 1 percent of total exports, and of course I didn’t ask how many 
gained because of oversea manufacturing. But this trend, despite 
the revenue coming back and earnings from these corporations is 
something that bears watching in the hext 4 or 5 years, as our con- 
tinued acceleration of investment abroad occurs. 

Senator Monroney. Before you leave that, what part of the over- 
sea investment is influenced by credit terms and better labor condi- 
tions, lower wage rates—things of that kind—and how much is in- 
fluenced by the desire to vet under the umbrella of the Common 
Market ? 

Mr. Lurte. I think when a U.S. manufacturer goes abroad, in my 
own personal opinion he doesn’t manufacture abroad unless he is 
forced to. So I think he would basically try to get under the um- 
brella of the Common Market. 

Sen: itor Monroney. In other words, this was the greatest motiva- 
tion ? 

Mr. Lurie. I think this is the greatest motivation. 

Senator Monroney. That is what I would gather, but I was just 
wondering if you would agree. 

Mr. Lure: The thing “that interests me about the survey is the 
fact that they all he: avily went in for the three kinds of export credit 
insurance that they would like, not only political risk, but the other 
two types of insurance as well. And I think it is encouraging, though, 
that in the future they expect business to be better from the U nited 
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States. However I would like to say one of the questions I did ask 
was: 

Have you through foreign subsidiaries ever used the export credit insurance pro- 
gram of any Western European country? 

Eleven percent said they did. These obviously are manufacturers 
who have gone abroad with overseas plants and have used the facili- 
ties of the export credit insurance programs of England, France, or 
Germany, and in this way, I think we have lost business, because if 
they can get the insurance in these countries, you naturally will ship, 
if you have a choice, from your European plant, to say a third market, 
such as Latin America. 

Senator Monroney. The figure you gave was that 47 percent of 
the exporters did not approach the Eximbank for any services, is 
that correct? 

Mr. Lurie. Thirty-one percent have approached the Eximbank, 
and of this—I have to do this numerically—153 firms did approach the 
Eximbank and 57 of the 133 used the Eximbank. 

Senator Monroney. Fifty-seven firms, not 57 percent? 

Mr. Lurie. Fifty-seven firms, yes, sir. They got approval from 
the Eximbank for this financing. I think that is a pretty fair average, 
based on the 153. 

p Senator Monroney. Thirty-three and a third percent of those 
rms? 

Mr. Lurie. About 33 percent, yes, sir. What concerns me is that 
ay. 153 of the 489 respondents approached the bank in the first 
place. 

Senator Monroney. Yes. That was only 31 percent. 

Mr. Lurte. That is right. 

Senator Monroney. Of the total firms responding? 

Mr. Lurie. That is right. 

Senator Monroney. And only a third of that actually—— 

Mr. Lurie. Succeeded in getting financing. 

Senator Monroney. So if I am correct, then, that is just about 10 
percent of the total ? 

Mr. Lourie. Of the total. 

Senator Monroney. And this represented all sizes and all char- 
acteristics of exporters ? 

Mr. Lurm. I will take your word for that. You are a better statis- 
tician than I am. 

Senator Monroney. Well, it is a little off. 

Well, as I got it, there are 489 firms reporting. 

Mr. Lure. That is right. 

Senator Monroney. 57 out of those 489 used Eximbank facilities. 

Mr. Lurie. Succeeded in getting facilities. 

Senator Monroney. Succeeded in getting something through ? 

Mr. Lurie. That is right. 

Senator Monroney. I don’t believe many baseball players that were 
batting at that average would stay in the major league. 

Mr. Lurre. Well, I think it might depend also on why they didn’t 
aca Eximbank. There might be many, many factors, because 
if you know that Eximbank, as most of the publicity when this pro- 
gram went into effect, does not do any financing for, say a manufac- 
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turer of washing machines or other hard consumer products, that these 
firms may not approach them. 

Of the firms that did approach them, the majority in the survey 
were manufacturers of industrial equipment and some automotive 
equipment. 

Senator Monroney. Which is the field in which they have long had 
experience ? 

Mr. Lurie. Yes, sir. 

Senator Monroney. But for the little guy and the fellow on short 
or intermediate term financing for washing machines or automobiles— 
perhaps automobiles are too large a category—the facilities of the 
Eximbank were the oldest and coldest. This is one thing I have 
gathered throughout the hearings here today. They are interested in 
selling a fleet of 10 DC-6’s to an airline in Japan or elsewhere, but 
the fellow who is trying to open a market for General Electric washers 
or radio or television sets, things like that, think it takes more effort 
than it is worth to get it started. Yet, that might be the very seed 
corn that would lead to opening of a vast market in some of these 
countries. You have got to walk before you can run. Sometimes 
these little accounts can become big accounts. 

Mr. Lurie. They certainly can. I asked also, though I didn’t tie 
this in with Eximbank—TI asked the respondents if they could use 
better facilities for private credit; that is, from their own banks, and 
the heaviest percentage, 40 percent, said they could use better facili- 
ties for medium term credit, which I call up to 2 years. 

Senator Monronry. Yes, but that would be under the present 
condition ¢ 

Mr. Lurre. Yes, that is right. 

Senator Monronery. But if you presuppose the establishment of a 
Corporation such as you heard described this morning, then it would 
Scokakie unlock the credit, wouldn’t it, from any ordinary bank that 
doesn’t have an export department ? 

Mr. Lurim. Yes, it would. 

Senator Monronery. This is just as good, then, as domestic financing 
of goods in transit and in process of sale and collection. It would 
stand on its own feet as far as the local bank was concerned if he had 
comprehensive credit insurance, covering not only the commercial 
credit risk but the catastrophic and political risk as well? 

Mr. Lorin. I asked if your export credits could be guaranteed would 
this mean a better chance of better financing through private banks, 
there was resounding 89 pereent said of course. 

Senator Monroney. This is apparent, but obviously something the 
Export-Import Bank has eae over completely in evaluating the 
need for this coverage that the exporters have been wanting for many 
years; 89 percent you say ? 

Mr. Lurim. 89 percent. 

Of course I think the big thing that the survey shows is that with 
an export credit insurance program based on their own estimates that 
the aggregate would be between $1.5 and $2 billion a year, in increas- 
ing exports. 

Senator Monroney. $1.5 and $2 billion ? 

Mr. Lure. Between $1.5 and $2 billion. And these are just manu- 
facturers—mostly manufacturers and exporters of finished products. 











122 FOREIGN COMMERCE STUDY 


Senator Monrongy. This skips the cotton sales and raw material 
sales, bulk sales ? 

Mr. Lurm. That skips any commodities. We did not survey any 
commodity exports at all. 

Senator Monroney. Yes. 

Mr. Lurie. That concludes my testimony, Mr. Chairman. If you 
have any questions, I would like to answer them. 

Senator Monronry. Do you have any question on this line, Sena- 
tor Yarborough ? 

Senator Yarsoroucu. No questions, Mr. Chairman. 

Senator Monroney. Going back to the government assistance, I 
would like to have the figures repeated, regarding our commercial 
attachés. 

Mr. Lurie. Well, I asked the respondents to this survey to write 
their commercial attachés, and first was “fair,” which is 39 percent, 
second was “good,” at 38 percent, third was “poor” at 15 percent, and 
fourth was “excellent” at 8 percent. 

I just took a quick look. I hope it adds up to 100. 

Senator Monronery. I made some fast addition myself. Do you 
think anyone—of course it can’t be done automatically—anyone fill- 
ing the post of commercial attaché should have some kind of a special 
course, other than just a course in political science and maybe be as- 
signed as a diplomatic officer and later wind up in a slot as commercial 
attaché ? 

Mr. Lurir. Very definitely, yes, Mr. Chairman. My own feeling— 
there are many good commercial attachés that I have met in my own 
travels, but the feeling—I even can understand the ratings here—is 
that the commercial attaché in many cases just doesn’t know enough 
about business, he hasn’t had enough business training before he goes 
abroad. He isn’t enthusiastic about it and it is sort of, in many cases, 
sort of dragging his feet. 

In the psychological way I think part of the problem can be that 
at the moment I can’t think—there may be some, but in my own per- 
sonal knowledge I don’t know any—career ambassadors who came up 
through the commercial ranks of the State Department. I think most 
of them have come up through the political side. 

Political reporting in a sense 1s much more glamorous than com- 
mercial reporting and it is up to us somehow to make business report- 
ing, reporting for business, a glamorous thing, an exciting thing. I 
think that that has been lacking. 

Senator Monroney. Have you found in your travels or from any 
other information that our commercial attachés generally have com- 
petence in the language of the country to which they are assigned? 

Mr. Lure. Both yes and no. Some attachés can speak the language 
fluently, others cannot, and depend very much on their local national 
who serves, or the assistant commercial attaché who serves. In Europe 
my experience has been that the commercial attaché spoke fluent 
French or Italian, where I happened to be, but that in Latin America 
it was not quite as high a ratio. And in the Far East, of course, very 
few, the diplomat who can actually speak one of the local languages 
in the Far East is a rarety rather than an exception. 

Senator Monronry. You mentioned local employees. In many of 
these places do we have a competent local man, a native of the coun- 
try in which he is operating ? 
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Mr. Lurie. A local national. Most of them are extremely com- 
petent and they do most of the legal work, it seems to me, and do 
the basic commercial work which in many ways, I feel, or have felt, 
should have been done by the commercial attaché himself. 

Senator Monroney. Do you think in many cases the inability to 
communicate results in too much responsibility left to the local assist- 
ant ? 

Mr. Lurie. Perhaps. I would hedge on an answer to that, I really 
couldn’t give you a straight yes or no answer on that. 

Senator Monronry. Anyway these statistics would indicate that 
yerhaps a greater degree of training in business, or to put it cold- 

loodedly, salesmanship—— 

Mr. Lurie. Absolutely, Mr. Chairman. 

Senator Monroney. Should be given the commercial attaché? 

Mr. Lurim. I agree with that 100 percent. 

Senator Monroney. I have found some very fine young men, most 
of them from the foreign service schools, well grounded in the political, 
geopolitical theories necessary for diplomatic careers, but somehow 
lacking in the knowledge of salesmanship or of the potential market 
for American products within the country in which they may serve. 

In other words, there is not quite enough down-to-earth, coats-off 
ability or experience—the kind you would find in a private operation. 
I am sure, as you say, many of our exporters operate without even a 
contact. with our commercial attachés, I don’t think government can 
do it all. I think you may open a door or two, maybe send a tip that 
somebody will require some heavy earthmoving equipment or elec- 
tronics or even washing machines. If he could be the tipster on these 
prospects that would get the guy over by airplane who can sell 
them 

Mr. Lurie. If he can be a fast tipster. Sometimes the inquiries 
or tips, the hot leads that an attaché might uncover in the market 
through the very bureaucratic procedure, or the procedure itself, may 
not get disseminated itself to the exporting public in the United States 
for maybe anywhere from 3 to 6 weeks from the point of contact. 

Senator Monroney. Do you feel that at the top levels of the State 
Department there is enough understanding of this need for salesman- 


ship or exploitation of markets and a drive for prestige of American 
products involved ? 


Mr. Luriz. There is now. 

Senator Monroney. Is there, though? I mean have you ever—has 
the State Department ever brought in a topflight sales promotion man 
with some background in the export business to stimulate through 


a sales drive, a greater amount of effort by everyone for the promotion 
of American products ? 


Mr. Lure. Not tomy knowledge. 

Senator Monroney. For instance, I got back Tuesday night from 
the Interparliamentary Union that I attended in Greece. I have 
found that the American automobile is going to be a museum piece 
unless we do something about it. Yet we have come out with four 
fabulous cars for the European market, our new compact American 
cars. 

I know the curiosity of Europeans and other nationalities about 
new American cars, and yet I didn’t find a compact car in any of the 
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countries where I happened to be. I am interested in automobiles 
myself, and I always look for them. It would seem to me that there 
is a possibility for an ambitious State Department to push a line— 
that of automobiles—which formerly enjoyed great export prestige 
and which now has fallen sadly behind. They should see that some 
of these compact cars were sent to our oversea stations to be shown 
and used by our people abroad. If for no other purpose than to drama- 
tize the new product of America, they should be available aboad. 

Mr. Lurie. That is an excellent idea. 

Senator Monroney. I am going to propose in the Appropriations 
Committee that we allocate some money to reequip some of our fleets 
of cars—or begin to replace them with these modern American com- 
pact cars. This is something foreigners will buy. They are not 
going to buy the big old tailfins we used to make because the streets 
are not big enough and wide enough for them. It seems to me we 
need some imaginative selling as well as financing. I think this is 
a point you are ably bringing out in your survey. 

Senator Yarborough. 

Senator YarsorouGH. No questions. 

Senator Monroney. Nothing in your survey would indicate a pref- 
erence for a corporation such as was outlined this morning by Mr. 
Scafuro? 

Mr. Lurm. No, sir. We sidestepped that question. I think delib- 
erately, because at this time, in the talk about export credit insur- 
ance that is going on in the business community, I have a feeling 
that many, many firms are concerned first with getting the program 
and then the secondary step would be what kind of a corporation, 
whether it would be Export-Import Bank or another kind of corpo- 
ration. That is why we left that question out. 

Senator Monroney. But your cold, hard figures—out of 489 firms 
surveyed, 153 have approached the Export-Import Bank and only 
57 of them were successful in their appoach—is rather good evidence 
that this is not necessarily the ideal program for the future. 

Would you think personally, from your own knowledge—certainly 
you are in a position to be objective about the needs of the exportin 
fraternity because this is the speciality of your odeenies anal 
you think that it would be possible under the Export-Import Bank 
plan to improve dramatically the performance in credit guarantees 
from what it is today ? 

Mr. Lurie. I do. 

Senator Monroney. Under the Export-Import Bank plan ? 

Mr. Lurm. I think—let me put it this way: I think from political 
risk, they could go into other kinds of risks, covering other kinds of 
risks. If the Export-Import Bank does not go into this kind of pro- 
cedure, then the attention would be turned to another plan, such 
as Mr. Scafuro’s. 

Senator Monroney. Yes; but are you going to be able to get aggres- 
sive development for today’s challenge if you have to drag the Ex- 
port-Import Bank screaming into the 20th century ? 

Mr. Lourie. Well, they have started with political risk, although—— 

Senator Monroney. After a long time, with a great deal of reluc- 
tance and with a great lack of enthusiasm. And they still do not 
wish to cover many things that seem to me quite easy to cover. 
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We were talking yesterday, about allowing the people to settle ac- 
counts in convertible currency. They said “No, we want it in dollars.” 

Do you see any reason why, where a country may have a larger sup- 
ply of one type of convertible currency than of dollars, they shouldn’t 
be allowed to settle in that convertible currency 4 

Mr. Lurie. If the currency is freely convertible. 

Senator Monroney. That is what we were talking about, British 
pound sterling, deutsche marks. Some currencies are a little better 
than ours now. But they were insisting on payment in U.S. dollars. 
It seems to me this is like a department store is saying, “We will only 
sell our merchandise in freshly printed $10 bills, and we want a pic- 
ture of George Washington on the bills instead of somebody else.” 

Why should we insist that the country of origin must exchange its 
convertible currency into dollars and then pay those dollars to us 
when the payment of the convertible currency will do just as well? 

Mr. Lurie. Isn’t this more or less a banking transaction? If it is 
convertible in the United States it is just as easily convertible outside. 

Senator Monroney. Yes, but sometimes they have earned a surplus 
of a particular convertible currency. If they Dae a choice of 10 con- 
vertible currencies, I don’t see what difference it makes if they pay 
us with these convertible currencies and let us convert them over here. 
It seems to me we are requiring more than necessary for any result 
that we are obtaining if we say they must pay only in U.S. dollars, 
in sight draft attached from the foreign country. 

How do you feel about Mr. Scafuro’s testimony—his feeling that 
there should be one comprehensive package in which there was no 
chance, as he, I think, rather aptly said, of the insured account falling 
between two chairs? Don’t you think that would make more sense—— 

Mr. Lurie. Yes, I do. 

Senator Monronry. Than to have two hermetically sealed compart- 
ments, one issuing coverage on the catastrophic or political risk, and 
the other a completely separate entity writing the commercial credit 
insurance. 

Mr. Lurre. It should be a comprehensive package from one source. 

Senator Monroney. But I don’t believe any exporter would want 
to have to go through the ponderous exercises that the Federal Gov- 
ernment would have to undertake in order to insure the commercial 
credit risk. You will get considerable delays, I am afraid, if an 
agency in Washington is going to have to certify John Doe as being 
credit worthy for the purchase of, let’s say, $100,000 worth of washing 
machines. Whereas, if we are participating in an overall operation 
and underwriting the losses which commercial enterprise cannot pos- 
sibly underwrite, then I believe we would have a comprehensive pack- 
age that would be valuable and speedy and effective in meeting world 
competition. 

Senator YarsoroucH. I have just one question off the record. 

(Discussion off the record.) 

Senator Yarsoroucu. I noticed in your review of your question- 
naire, that exporters complained the information they got was ob- 
solete by the time they got it. The industrial manufacturers said that 
the information referred to conditions existing at least 6 months be- 
fore the date of the issue of the report, and the consnmer goods manu- 
facturers said information is usually outdated by the time they get it. 
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What specific recommendations do you have for speeding up the 
reporting service ? 

Mr. Lurie. I think the system used by the Canadians, where the 

trade commissioner reports directly to the businessman, would be a 
great Improvement. 
_ Secondly, I think more thought should be given to economic report- 
ing and economic writing, with the main consideration of, what does 
a U.S. businessman really want? Sometimes this is difficult to an- 
swer, particularly when you are covering so many different indus- 
tries, such as the United States has. 

But good economic reporting separates the wheat from the chaff. 
I think better training here would be my answer. 

Senator YarsoroucH. You mean better training—— 

Mr. Lurie. In the speeding up of the process. 

Senator YarsoroucH. They must also be conscious that time is of 
the essence ? 

Mr. Lorre. Time is of the essence, particularly with some spot in- 
quiries. For example, a television station may . going up, and the 
commercial attaché gets wind of it, and through the present process 
it may take 3 to 6 weeks to get the information back. I know of one 
instance where that was the case. 

Senator YarsoroucH. Thank you very much for the contribution 
= have made, and particularly the information you have given us 

y sampling the exporters of the country and finding out what they 
think is wrong with our present procedure and in what respects they 
need improvement. 

Thank you. 

Senator Monronery. Mr. Lurie, we want to express, on behalf of 
the committee, our thanks for the great amount of work that went 
into the collecting of these figures. It would have been difficult for 
us to have acquired them or to have obtained frank and honest an- 
swers, because sometimes, in dealing with the Government, people are 
not quite as anxious to respond as they would be to their own trade 
publications. It is a very valuable service that you performed and 
one that will require and deserve the attention of this committee. 

Mr. Lurie. Thank you very much. 

Senator Monroney. It appears to me you have reported with com- 
plete fairness. 

Mr. Lorre. I didn’t load any of the questions. 

Senator Monroney. I found no loaded questions in there. And 
certainly you have documented the answers I believe a little bit better 
than the Gallup poll does on presidential primaries. [Laughter.] 

Thank you very much, Mr. Lurie. 

Mr. Lurtm. You are quite welcome. 

(The prepared statement of Mr. Lurie is printed below:) 


STATEMENT OF Ricuarp G. LurIz£, Eprrork or AMERICAN EXPORTER PUBLICATIONS 


Mr. Chairman, members of the Senate Interstate and Foreign Commerce 
Committee, my name is Richard G. Lurie, editor in chief of American Exporter 
Publications, New York City. We are publishers of seven export trade maga- 
zines that circulate only outside the United States. We are the largest U.S. 
export trade magazine publishers. We have been familiar with the oversea busi- 
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ness problems faced by U.S. export executives since our founding 83 years ago in 
1877 and are equally familiar with the problems faced by the oversea business- 
men in importation of U.S. goods. I, myself, am a member of the World Trade 
Advisory Committee to the U.S. Department of Commerce. I also have been 
a member of two U.S. Department of Commerce Trade Missions—Italy in 1956 
and France in 1957. 

Mr. Chairman, my most sincere congratulations on these hearings. To my 
knowledge it is the first time any Senate or House committee has held hearings 
specifically on this country’s export problems and on measures to expand our 
export trade. I have heard countless export managers grouse that “Washington 
pays no attention to our problems—everyone down there seems to be worried 
just about imports.” I know these hearings will do much to counteract these 
feelings. 

When we first read about the hearings we tried to figure out what useful func- 
tion we could perform for the committee. In connection with my testimony to- 
day, we decided the most useful service we could perform was to ask a represen- 
tative group of the U.S. export fraternity what they thought about their export 
problems, what they thought about our present Government services for export- 
ers, and what they thought could be done to improve the situation. 

We are plumping for no particular plan or panacea but to present what we 
think are some significant facts and figures for the committee’s use. Weare here 
as a public service. 


HOW SURVEY QUESTIONNAIRE WAS SET UP 


With the aforesaid in mind, we mailed a four-page questionnaire to U.S. export 
executives of 2,600 U.S. companies, both large and small, which were already ex- 
porting industrial, consumer, and automotive semimanufactured and finished 
products. We told these executives their answers would be compiled in a 
presentation to the committee. The questions covered a broad range of topics, 
such as: 

1. How they rate the performance of U.S. commercial attachés abroad. 

2. How they rate the services of the Commerce Department’s Bureau of 
Foreign Commerce. 

3. How they rate the facilities of the Export-Import Bank. 

4. Whether an export credit insurance program would increase their ex- 
port volume. 

5. Have they lost export orders to firms in other countries that have a 
Government-sponsored export credit insurance program. 

The questionnaire was returned by some 489 export executives—a sampling of 
about 19 percent of the total queried. Not all questions were answered by those 
replying, but replies were not tabulated unless our question No. 6: What was 
the dollar value of your firm’s total export sales in 1959? was answered. 

These 489 firms exported $2,721,429,000 of semimanufactured and manufac- 
tured goods last year. This is almost 21 percent of all U.S. exports under that 
classification. Of these 489 respondents, 359 are manufacturers and 130 are com- 
bination export management firms. The 359 manufacturers exported 92 percent 
of the $2,721,429,000 total, and the combination export management firms ex- 
ported 8 percent. 

A word about these specialized export firms. Each firm functions as the ex- 
clusive export department for at least 15 different small, noncompetitive but 
allied manufacturers. The firm does business under its own name overseas and 
executes the orders. It may or may not operate on a commission basis and 
in many cases the firm may handle its own financing, extending credit overseas. 
In many cases, this type of firm is the only practical solution for small U.S. 
manufacturers who want to export. 

The $2,721,429,000 represented by the respondents is an accurate picture of the 
exports of 359 larger U.S. manufacturers plus 1,950 smaller manufacturers— 
each combination export firm represents an average of 15 manufacturers—for 
a total of 2,309 individual U.S. firms. 
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Breakdown of survey respondents and their export totals 























Type of firm Number of 1959 export 
respondents totals 
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Manufacturers of automotive products -_......-........-.--.-----.----.- 62 644, 671, 000 
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Replies were received from relatively few industrial giants. The bulk of the 
replies were from firms whose 1959 export sales ranged from $100,000 to $5 
million. 

A breakdown of respondents by 1959 export sales 
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1959 export sales total respon- | respondents 
dents 
i ie dati dinidhagmbhydn chine anadsneeprdanee bs 1.2 6 
nonce ninaseannenspuseakawssencanneseowddeaeewen 1.0 5 
OO, 5 Soh hn case etek bs wcide eels oe 2.2 ll 
La cicnnck nan nbnygagweiie setteiwammennaweriteoseakvienneen 3.7 18 
$5,000,000-$10,000,000_..-.- Palate aac Ua san anne akWnmaeh cab wusdehwatnmulgecionws 7.2 35 
inset nc wciiinen seceuensse SF eee aed deukborwts 11.3 55 
Sk SOI ooo nis tbo nce eee bn es sons en eeenhsen datas 19.4 95 
ie ittd inieennt-$>dersecs cpeyo>onn$4=sne=saensepenes“nate-ee 17.2 84 
nal tn each amanon ene akanWah wel dws eesterkeeednamewamenains 26. 2 128 
EE bac tnccukintenghedncapancinanionnananenatemeiaan wala kale 10.6 52 





As seen from the above, the largest groupings were the responses from the 
small- and the medium-sized firms whose exports ranged from $100,000 to $5 
million. These are the firms, relatively speaking, who need more help in their 
export sales than the bigger firms. 

The following is a summary and interpretation of the results from the most 
significant questions and answers to our survey questionnaire. 

Question 1. Do you think our State Department is doing a good job in removing 
oversea restrictions against U.S. exports? (436 respondents.) 


Answer: Percentage 
ae cegiepnreretoeemmaianibdocsentebmcriraserertabenraeonnae 47 
crt seen cabbaetag oa caercrsb in nen pasa omen ai ecnen es de tare on cnn So eeie 53 


Notr.—aAll numbers in parentheses refer to respondents. 


Breaking down question No. 1 further: 








Yes No 
Type of firm aa 
Percent | Respondents} Percent | Respondents 
— ——— —_—_—_—— OO eee” 
KeeGeinteGnl thntitifarterers. - os non ence ected 48 87 52 O4 






Consumer manufacturers -_.........-..-.--..-..--- 42 30 58 41 
Automotive manufacturers-_-.............-.--...--- 58 34 42 25 
EN ec cuce canals webtedeebakouseie 46 27 54 32 
ION S020 dos wdaweahenccenen 52 21 48 20 
ORION NUE oc vncitnie 55s sdcittdeannedaaete 31 s 69 17 





The “yes” answers—47 percent—represent a significant improvement on the 
part of the U.S. export fraternity regarding our State Department’s activities 
in the international economic sphere. If I had posed this question 3 or 4 years 
ago, I am sure the “no” responses—52 percent—would have been a much higher 
percentage of the total responses. 
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Question 2. How many foreign countries did your firm sell in 1959? (489 
respondents. ) 

There was an average of 45 countries sold in 1959 by the 489 respondents 
who reported. 

Breaking this down further: 


Average 

countries 

Type of respondents : sold 
Sneuecria: Isnoractcarers (Zio). ee See & Fee 39 
Consemer manufecturers (S56) —...................5 ae eee 43 
AMmtomocve Dandmcturers (GB)... a ee Se eee 5 
seeuecrian exporters (Gr)... ee eee ee 41 
peepee CR rtere CET on i eee ence cease 50 
ORIVG OSbOnuere (ae PK geen 45 


Note.—All numbers in parentheses refer to respondents. 


An average of 45 countries was sold in 1959. Although it doesn’t sound as 
though exports are dying on the vine, it is discouraging when you think there are 
about 150 individual foreign markets in the free world theoretically available 
for U.S. goods. As a country we are only selling at about one-third of our 
yotential. 

The automotive manufacturers replying to the survey sold an average of 
56 countries—the highest average—which shows the demand for our transporta- 
tion equipment, parts, and accessories. 

Question 3. Comparing the foreign countries sold in 1959 with 1958, was this 
an increase, decrease, or the same (486 respondents) : 

















Number of 
Answer: respondents 
UPTO SRE SN i cinch scaess orc nance phirreds aregreminse gia siceh eee 225 
BOIS: REN Tis Seal cashes eee geeeeanie ees oe eee 90 
TE IED IR Tg vices ap cn ig ean maespcerenss pense eae ome cenges eg Sea pee 171 
Breaking this down further: 
Increase Decrease The same 

Type of respondent | - 
Percent | Respondents} Percent See Percent | Respondents 
Industrial manufacturers - ---- 46 98 18 37 36 77 
Consumer manufacturers. ---- 46 38 16 13 38 31 
Automotive manufacturers- -- 33 21 17 ll 50 32 
Industrial exporters.........-- 50 30 22 13 28 17 
Consumer exporters. _ -...---- 55 23 30 12 15 6 
Automotive exporters... _.-_-- 55 15 15 4 30 8 





Even though the United States is only selling to one-third of the total foreign 
markets available, the answers to the above question indicate an improvement in 
the lifting of oversea restrictions against U.S. goods particularly in the last half 
of 1959—a trend which will continue in 1960. 


Question 4. In 1960, will your firm sell more foreign countries than in 1959? 
(485 respondents) : 


Answer: Percentage 
FD (ROO) tteccncmncccchdnainnnipniamenaimbanamncnattntnimmaimiald 59 
BR CNY cc anwar decthgi bs eas ceocicetan deli nian aactaoencl gp oaspteceenas panei diecae oeteciedmeea algae aie i a 41 


Notr.—All numbers in parentheses refer to respondents. 











More countries | The same or less countries 
Type of firm a = 

Percent Respondents} Percent | Respondents 

Industrial manufacturers..........................- 60 123 40 83 
Consumer manufacturers___-- athlete a Rata eee 62 48 38 30 
Automotive manufacturers..................--.-.-- 7 37 43 28 
IT INN Cs cca at 61 34 39 22 
ee sili 77 30 23 yg 
RR ae ee 50 13 50 13 
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Some very encouraging news for 1960, a sound majority—59 percent—expect 
to sell to more countries in 1960 than in 1959. This, of course, represents the 
continued lifting of restrictions against dollar goods in the sterling bloc and 
practically all Western European countries. 

Just as significant as seen in the table, are the consumer goods manufacturers 
and exporters who expect the biggest country increase—62 percent and 77 Dper- 
cent respectively. This shows the lifting of restrictions against U.S. consumer 
durables which had been in effect in most Huropean and sterling bloc countries 
for at least the past 10 years. 

Question 5. In selling against other countries for world markets, where does 
your main competition stem from (489 respondents checked off 933 items)— 
Check Two: 


Percent 
Sewer prices Trom ObCbET COUNG@ICS (010) aon nce ence ccnp eeennes 40 
Better payment terms from other countries (217) ----------_-------_--- 24 
Tariff and protection of local industries (180) ~--._--_--- il Mia Aaciecs chia 19 
uP MU LI acdc sks GEL iecctalimcinlls eich cecihy sa his ania pannel 17 


Notr.—All numbers in parentheses refer to respondents. 


Lower prices from abroad was listed as the No. 1 complaint—40 percent—by 
the respondents. 

However, better payment terms—24 percent—is in a solid second place. If 
this country could offer its exporters some form of credit guarantee program, 
many U.S. manufacturers feel they could compete against the generally lower 
prices from other countries. (See the answers to question 15: “Do you think an 
export credit insurance program would increase your export business?’’) 

The surprising number of firms—17 percent—listing dollar shortages in these 
days of no dollar shortages, in my opinion, are influenced by the loss of Latin 
American markets such as Brazil, Argentina, Mexico, and Cuba for consumer 
products—mainly because of dollar shortages in Brazil, Argentina, and Cuba, 
and a relatively high industrial activity in Mexico, Brazil, and Argentina. 

Question 6. What was the dollar value of your firm’s total export sales in 
1959? (489 respondents) : 


Tout manper OF TespobGents =. os ccc ceccanes 489 
nS cm Eh a ea aes 2, 721, 429, 000 


(See preceding for a further breakdown.) 

Question 7. Are you satisfied with the oversea business and trade information 
services available through the Bureau of Foreign Commerce of the Department 
of Commerce? (469 respondents). 

Answer: 


Percentage 
I i a i sa eet 72 
a er 28 
Notre.—All numbers in parentheses refer to respondents. 
A further breakdown: 
Satisfied | Not satisfied 


Type of respondent 


| 


Percent | Respondents} Percent pero 








Industria) manufacturers...=................-..s.. 76 154 24 | 48 


Consumer manufacturers__-.....------. psaleictateask * 75 60 25 20 
Automotive manufacturers......................... 70 43 | 30 18 
SS SEE ARATE AO NO 61 36 39 | 23 
ee Td nenamsanawnammenes oe 61 26 39 | 15 
PND NUONNNIR ad co 4. tide cnn stcctunbnna= 65 


17 35 | 9 


This is a marked improvement over the past few years in what the U.S. export 
fraternity thinks of the Department of Commerce (Bureau of Foreign Com- 
merce) service for exporters. However, as seen in the above table, a relatively 
higher percentage of export firms expressed a dissatisfaction of BFC services 
than did the manufacturers. 

Question 8. If your answer is “No” to question 7, could you be specific how the 
information could be improved (108 respondents) : 


7.9? 


Highty-three percent, 108, of the 130 respondents who said “No” to question 
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7 had something specific to say on how the information could be improved. 

In general, the replies to this question fall into the following three categories: 
(1) Stale or delayed information, (2) poor trade lists, (3) lack of U.S. export 
statistics by specific commodity and specific oversea marketing information. 

Here are some typical “dissatisfied” survey responses to this question: 

Industrial manufacturer ($25 million in exports) : “Information is usually too 
late and incomplete.” 

Industrial manufacturer ($200,000 in exports) : “By expediting World Trade 
Reports * * *, There is considerable delay in receiving these important re 
ports. Also there should be more concrete information regarding industrial proj- 
ects overseas.” 

Industrial manufacturer ($500,000 in exports): “By making every effort to 
make available up-to-date information. Generally speaking, the information 
refers to conditions existing at least 6 months before the date of issue.” 

Consumer goods exporter ($3,600,000 in exports) : “We rarely use these serv- 
ices as they are too indefinite.” 

Consumer goods manufacturer ($250,000 in exports) : “Information is usually 
outdated by the time we get it. Weneed more speed in processing.” 

Question 9A. When you travel abroad do you use the services of U.S. com- 
mercial attachés? (480 respondents.) 


Answer: 





Percentage 
BON 1 SOY nies cesta cess otncasa,-aovae sometiip wigan elisa aldo aieiadie ine eae noma 54 
OS On eee re 46 
Note.—All numbers in parentheses refer to respondents. 
Breaking this down further : 
Use attaché | Don’t use attaché 
Type of respondent 2 





Percent | Respondents 





Percent | Respondents 


: | | 
Industrial manufacturer _ - - pati 5 5 


5 ‘ y 51 95 49 90 
Consumer manufacturer ____.______.__-..._.-_---.- 49 | 32 | 51 33 
Automotive manufacturer... -—..........-. Sita nlaaies 58 33 42 24 
Industrial exporter_............-- a Sinn eine batdbele eet e 57 32 43 24 
Consumer exporter___...- : ie wees die 60 24 40 16 
IER COIs is cuscwicxcncanmmabinsweeeonen 67 18 33 9g 





It is sad to note that 194 respondents (46 percent) do not use the services 
of the U.S. commercial attachés when they travel abroad. The reason for this 
can be seen in the answer to question 9B. I also might include that 55 firms 
did not even answer this question, which presumably means they conduct their 
export business without traveling abroad—an outdated approach. 

The breakdown by types of respondents shows that specialized export firms 
use the services of U.S. commercial attachés relatively more frequently than 
do the manufacturers. 


Question 9B. When you travel abroad, how do you rate the services of U.S. 
commercial attachés? (335 respondents.) : 








Percent 
memooiemt (97) cin a deist cee tel lo wie eee rhs ~ Eee 8 
Meee. 6126) > wesesusl 2s cules J ee ee cee oe ae 38 
meee’ (oO K cece eti weds oe ee il i 2 oe, 39 
ween (Oe )uiew lea 2d Leia ei ale ilo se Jo ge 15 
Note.—aAll numbers in parentheses refer to respondents. 
Breaking this down further: 
Excellent | Good | Fair Poor 


Type of respondents 


| | 
Percent! Respond-} Percent! Respond- | Percent} Respond- | Percent) Respond- 











| ents ents ents | ents 
| | 
Industrial manufacturers ---| 5 | 7 | 39 | 50 | 43 | 56 | 13 16 
Consumer manufacturers..---| 11 | 6 39 19 | 34 | 18 19 10 
Automotive manufacturers. -| 16 | 8 39 | 19 | 35 | 17 10 5 
Industrial exporters eae 6 | 3 42 | 22 35 | 18 | 17 | 9 
Consumer exporters - __-.-- 10 | 3 30 9 | 37 11 | 27 7 
Automotive exporters __...-- | 0 0 | 31 | 7 46 | 10 2 5 
' 
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Overall, the “fair” rating was in first place (39 percent) closely followed by 
“good” (38 percent). Unfortunately almost twice as many respondents (15 
percent) rated U.S. commercial attachés as “poor” than as “excellent” (8 
percent). 

Question 10A. Have you ever approached the Export-Import Bank for export 
financing? (489 respondents). 


Thirty-one percent (153) of all 489 respondents have approached the 
Export-Import Bank for export financing. 

Forty-eight percent (74) of the 153 firms who inquired about financing 
are industrial manufacturers, 17 percent are industrial exporters. 


Question 10B. Have you ever used the Export-Import Bank facilities for 
export financing? (489 respondents). 


Thirty-seven percent (57) of the 153 respondents who indicated in ques- 
tion 10A they had approached the Bank succeeded in getting Export- 
Import financing. 

Of the above 57 respondents, 63 percent (36) are industrial manufac- 
turers and 16 percent (9) are industrial exporters. 


Answers to questions 10A and 10B show how few firms approached the 
Export-Import Bank for financing—which I think may indicate: (1) Poor 
publicity concerning Export-Import facilities. Once you are away from the 
major trading centers where Department of Commerce field offices are located, 
what information sources are there? (2) 65 percent of the firms that did 
inquire about export financing are in the industrial category. What about 
other types of manufacturers? What public financing is available for them? 
(3) Only 37 percent (57) of the firms that inquired succeeded in obtaining 
Export-Import financing. This, I think, is a pretty good average; 79 percent of 
these firms are in the industrial category. 

Question 11. In your opinion, are your bankers meeting your needs for 
financing in export sales? (421 respondents). 


Answer: Percentage 
SE a a a cas wo dda aghast so a NS TRUE 49 
OU Te a a a ac huis assem eee doe 51 


Note.—All numbers in parentheses refer to respondents. 
Breaking this down further: 


Yes No 


Type of respondent 








Percent | Respondents} Percent Respondents 





Industrial manufacturers... -...........-...-.--.....- 48 85 52 91 
Consumer manufacturers. _...........--..------....- 62 43 38 26 
Automotive manufacturers... -........-...---------- 62 32 38 20 
PN ING iiidatnn din da aint ncnscccnnenveose 32 19 68 4] 
a in iam annuialls 38 14 62 23 


MeCN Ve Ga pereete 6o 225 2s 25 Fes aces 41 11 59 16 


Overall, the respondents seem to be adequately divided on this question. Ex- 
amining the breakdown by types of respondents shows, however, that a much 
larger proportion of exporters are dissatisfied with their private bank facilities 
on this question of financing. I believe this is due to the “credit war” in Latin 
America, where U.S. exporters must extend their terms to meet European and 
Japanese competition. 

Also, a slight majority of industrial manufacturers (52 percent) showed dis- 
satisfaction, probably because of the lack of long-term credit facilities available 
from their own banks. 

Question 12. Could you use better private banking facilities for short-term 
financing, medium-term financing, or long-term financing? (413 respondents). 


Percent 
ee TUINCR UTS 0 RU Yak cocks coc cach techs crea lk lactated hb ches hn ds Seam bn 39 
IarmrennePUICnn SONU CCID i a ical iced etch etre nc a 40 
Sp RNMpCUUNCII GIIE ise ins ocd Se meted pgp ics dcch ahead cc cba Speen pete naorihanyta 21 


Notr.—All numbers in parentheses refer to respondents. 
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Breaking this down further: 

















| Short-term credit od Medium-term credit Long-term credit 
Type of respondents [ose > MA u 

| i | 

Percent | eee Percent | Respondents | Percent | Respondents 
t ene ee jaiatainenisl acres, Roca 
Industrial manufacturers - _---| 26 46 | 42 73 32 56 
Consumer manufacturers - --- A 58 31 31 17 11 6 
Automotive manufacturers : 49 24 37 18 14 | 7 
Industrial exporters.........-- 40 29 40 29 20 15 
Consumer exporters 47 17 36 13 17 6 
Automotive exporters._.___... 42 ll 58 15 0 0 





Overall, the need seems to be for medium-term credit. Examining the break- 
down by types of manufacturer respondents, the industrial category seems to 
indicate a strong need for both medium- and long-term credit—much more than 
the others. Both the consumer and automotive manufacture respondents want 
better short-term and medium-term rather than long-term facilities. 

In the exporters category, the industrial exporters showed a higher percent- 
age (20 percent) wanting long-term credit facilities. The consumer and auto- 
motive exporters are more concerned with better short- and medimum-term credit 
facilities. 

Question 13. If a Government export credit insurance program could cover 
only one of the following three categories, which would be your choice as most 
important? List in order of preference (454 total respondents) : 

(a) Bankruptcy, insolvency, or long payment delay. (0) Convertibility or 
exchange transfer. (c) Political risk. 

1. Four hundred and fifty-four respondents listed at least a first choice. 

2. Of the 454 respondents, 309 listed at least a first and second choice. 

3. Of these 309, 284 listed all three choices. 

Almost half, 49 percent (223) of the 454 respondents considered “bank- 
ruptey, insolvency, or long payment delay” the most important. 

Thirty-three percent (148) of the 454 respondents considered “converti- 
bility or exchange transfer” as their first choice. 

Only 18 percent (83) of the 454 respondents listed “political risk” as their 
first choice. 

However, the automotive and industrial manufacturers (particularly those 
with a larger export volume) preferred protection against political risk rather 
than against convertibility or exchange transfer; 31 percent of these manufac- 
turers listed political risk as their second choice, while only 25 percent of 
them listed convertibility or exchange transfer as their second chnhen, 

Question 14. If you could guarantee your export credits, would this mean 
a better chance of financing through private banks? (449 responded.) 


Answer: Percentage 
Gen ~ Cpe ih eS ah ee A eee a a cocniecabsmnsichanecnleeatadece aatniaee &9 
De (ip iccac aw Bao ee ee ee eee 11 


Note.—All numbers in parentheses refer to respondents. 
Breaking this down further : 


| Yes No 


Type of respondent 


Percent | Respondents; Percent Respondents 


Industrial manufacturers............-- sllpialeen aici SO 154 14 


25 
Consumer manufacturers __........--....--.--.---- 87 74 | 13 12 
Automotive manufacturers..........-......-------.- 85 52 | 15 9 
ne  enatemaamomaaiian 93 52 7 4 
Wensuiner exporters.cs.< 625.2 <5 22sec sescncssccees 98 39 2) 1 
Automotive exporters.....-.----------------------- 6 26 | 4 1 





Although the total respondents overwhelmingly answered “Yes” to this ques- 
tion (89 percent), the exporter categories saying “Yes” are even higher at 
% percent. 
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Question 15. Do you think an export credit insurance program would increase 
your export business? (489 respondents). 

Seventy-one percent (349) of the total respondents indicated their ex- 
ports would increase by an average of 27 percent. 

These 349 firms in 1959 had a total export business of $1,511,326,000. 

This means an increase of $438,284,540 if an export credit insurance pro- 
gram is available. 

The 238 manufacturers indicated there would be an average increase of 25 
percent but the exporter group indicated there wouid be an increase of 28 
percent. 

Question 16. If your firm had an export credit insurance or guarantee pro- 
gram, do you feel your pricing structure in export would be lower or would 
it be the same? (469 respondents). 


Answer: Percentage 
Ewen” "Cree 2 cae) ee ees Se eat be ee 16 
ee Vem tee oC, eh ee i Tol et erie 2k 84 


Note.—All numbers in parentheses refer to respondents. 
Breaking this down further: 


Pricing structure lower lPHicing structure the same 
Type of respondent 





Percent | Respondents} Percent Respondents 


| 85 178 
| 


Industrial manufacturers.................-.--..-.-- 15 82 

Consumer manufacturers. -........................ 12 9 88 67 

Automotive manufacturers........................- 8 5 92 55 

nT IE rns re. 8) aes ee eee 21 12 79 | 44 

Compumerorpertete. 245.32. 2s 27 11 | 73 | 29 

NTS CHOICE. 88 nce. 0 ki atlas den cara’ 26 7 | 74 20 
! 


Examining the respondent breakdown by groups, a higher proportion of ex- 
porters (25 percent) as compared with the manufacturers (12 percent) indi- 
cated that an export credit insurance program would lower their prices. 

Question 17A. On export credit insurance in general would you use such 
insurance assuming you could select the accounts and customers to be insured? 
(449 respondents. ) 


Answer: Percentage 
Meer Gee ) gio. slide solid boos shat ee ks del eee tt 93 
Dit A) 20s Th i i ele re no gt ilidi tees. Sag tel bo 7 


Question 17B. On export credit insurance in general would you use such 
insurance assuming you had to insure all your accounts in one country? (394 
respondents. ) 


Answer: Percentage 
Ne re a eco ees Ea eae 58 
ING (208) S252 25222n Albacore of ast eet iom es at eed aD 42 


Notice the marked difference in the A and B answers to this question. Prac- 
tically all respondents would use an export credit insurance program if they 
could select the accounts to be insured. (Who wouldn’t?) Only 58 percent of 
the respondents to B said they would use such a program if all accounts in a 
particular market had to be insured. 

Question 18. Have you lost orders to exporters in other countries where such 
export credit insurance is in effect? (419 respondents. ) 


Answer: Percentage 
OE RB ch a ca ios acti ba dna te enasah fee Tee DARE RISE ee ee 7 
ein kata oe aieen onnaccel 


Note.—aAll numbers in parentheses refer to respondents. 
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A further breakdown: 





Yes | No 
Type of respondent its al sien Si 


atmos a ean = -_ -_ 


— 
Percent | Respondents Percent Respondents 





eteeree) TMMTIITUCSIOES. | 5... cen cocecmnnnn 65 | 117 | 35 62 

Consumer manufacturers.......................-... 53 | 37 47 33 

Automotive manufacturers... ...................--- 71 | 39 | 29 | 16 

Industrial exporters__....--- as ama cc ean nN 80 | 41 | 20 10 

CATR OTDOT CREE is sericea cie ba ducenunndenagl des 92 36 | 8 3 

ETO CEDURE cone wcnsngatnnedeqnencnenes 84 21 | 16 4 
' | 





I think it is important to know that 70 percent of the 419 respondents answer- 
ing this question indicate they have lost business to other countries where 
such credit insurance is in effect. This does not mean, however, that if the 
United States had a comprehensive export credit insurance program, it would 
automatically recover this lost business. Export credit insurance by itself is no 
“cure.” It is just an “aid.” Other factors such as good quality products, 
competitive pricing, and competitive terms are also important. 

Question 19. Have you (through foreign subsidiaries) ever used the export 
credit insurance program of any Western European country? (445 respondents. ) 


Answer: Percentage 
Oe (46) 2. S50. Sey ers ee aS ee See 11 
INO! (G07) a se elt eee ee eee 89 


Without tabulating a breakdown, the only category that indicated using 
export credit insurance programs of other countries is the industrial manufac- 
turers group. Indications were made by 28 (15 percent of all industrial manu- 
facturers answering this question). 

Question 20. If your firm has oversea plants or subsidiaries, what percentage 
if any has this cut down on your own exports from the United States? 

Eighty-seven manufacturers reported an average of 23 percent of their 


U.S. export business lost because of manufacturing in, and exporting from 
oversea plants. 


These 87 manufacturers reported a U.S. export total of $593,712,000 in 
1959. This means they showed a $177,342,545 loss because of oversea plants. 
In other words, instead of doing a 1959 export business of $593,712,000, it 
would have been $771,054,545 without oversea plants. 

Senator Monroney. Our next witness is Mr. Lloyd M. Constable, 
assistant treasurer, Lockheed Aircraft Corp. 

Very happy to have you here, Mr. Constable, to give this commit- 
tee the benefit of your experience and work in the vital field of 
exports of American-made aircraft. 

Mr. Constrasie. Thank you very much, Mr. Chairman. 


STATEMENT OF LLOYD M. CONSTABLE, ASSISTANT TREASURER, 
LOCKHEED AIRCRAFT CORP. 


Mr. Constrasie. My name is Lloyd Constable, assistant treasurer 
of Lockheed Aircraft Corp., at Burbank, Calif. 

The Lockheed Aircraft Corp. in its manufacture and marketing 
of commercial aircraft and spare parts has for many years been 
distributing its products on a worldwide basis. In recent years, 
the problems of concluding sales abroad has increased immeasurably 
due to the fact that the price per unit has multiplied many times 
and a number of foreign manufacturers have entered the field offering 
credit terms supported by credit insurance which considerably lessens 
the financing burden of the manufacturers. 
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The need for financing tools in effecting sales abroad has become 
increasingly apparent to us as we find that the question of financing 
terms, because of the volume of dollars required for the purchase, 
is becoming as paramount in the customer’s mind as is the technical 
excellence of the product. Consequently, in order to realize this 
potential export market for our aircraft and the resulting market 
for our spare parts, we feel that an adequate credit insurance program 
is indispensable. 

I might add at that point that with respect to our sales of aircraft 
the resulting sales of spare parts over the following 5, 10, 15 years, 
parts are usually financed along with the financing of the aircraft 
themselves. 

The initial spare parts are usually—the initial complement of spare 
parts are usually financed along with the financing of the aircraft. 
But as the operator uses this airplane and overhauls it consistently, 
as he is required to do over a period of 10, 15 years, he will utilize as 
many spare parts in volume as the price of the airplane. So that 
credit insurance coverage on a spare parts item is almost as important 
to us as the coverage for the financing of the aircraft, itself. 

On this adequate credit insurance program we have a slight prob- 
lem there, you might say, coming under short-term credit, because 
most of the space parts that we manufacture are not off-the-shelf items. 
We place the spare parts into manufacture on order by the carrier, or 
by the operator, and produce those parts over a period of 3 to 6 months, 
and then they are ready for delivery for shipment to him. So our 

eriod from the time that the order is placed until the part is de- 
ivered may run as much as 6 to 8 months, and the customer wants 
6 to 8 months to pay for the parts. 

So we have at least a year to 18 months’ period on major spare parts. 

In looking at the credit insurance program, we have reviewed in 
detail the program developed by the National Coordinating Commit- 
tee for Export Credit Guarantees of the New York Board of Trade, 
and believe that this program, when operating at full scale, would be 
of considerable assistance in overcoming the problems which restrict 
our ability to sell in the export market and which correspondingly 
reduce our employment and production in the United States. It is our 
concept that this program would basically be a private enterprise op- 
eration with the participation required of the U.S. Government re- 
stricted to those areas calling for reinsurance of larger risks and those 
types of risks which are not capable of being borne wholly under a 
commercial insurance program. Included in the latter would be po- 
litical types of risks such as Government restrictions, revolution, and 
like hazards not subject to the control of either the exporter or the 
importer. It is felt that the Government’s assistance would not be 
needed in connection with those risks which are purely of a commer- 
cial or credit nature. 

As indicated in the foregoing, we have given careful study to the 
plan proposed by the National Coordinating Committee for Export 
Credit Guarantees of the New York Board of Trade, Inc. We believe 
this plan is predicated upon sound principles and would operate to 
serve the purposes intended. 

I might point out there that for 1960 we expect our commercial 
exports to be approximately $75 million. Our spare parts exports for 
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commercial aircraft for the next few years from 1961 to 1965 are esti- 
mated at 135 million. In addition to representing Lockheed I am 
chairman, co-chairman, of the aaa Finance Committee of the 
Aerospace Industries Association. The majority of the members of 
this committee indicate a need for export credit guarantee insurance 
for the short- and medium-term items. 

That concludes my direct statement, Mr. Chairman. If you have 
any questions I will be glad to try to answer them. 

Senator Monroney. I don’t think we have to look so very far to see 
the value of an export credit program. I, as chairman of the Avia- 
tion Subcommittee of the Senate, have noted the purchases of British 
Viscount aircraft by Capital Airlines, Continental Airlines, and 
Northeast Airlines, strictly because they get better financing through 
their program than they could from the American aircraft manufac- 
turers, No one is now buying an American cargo plane because a 
financing program over some 8 or 10 years is available from Canadian 
sources when no such terms are offered here in this country. 

So we have an exhibit right here at home of what will happen in the 
so-called plush airline field of American transportation 

Mr. Constasie. Right in the domestic market. 

Senator Monroney. That makes it almost a showcase example. If 
it happens here in a country of theoretically great economic soundness 
and great prosperity in the airline industry, then what influence will 
we have in Latin America, southeast Asia, or the Middle East. 

Mr. Consraste. I think your example of the cargo planes being sold 
by Canada to the United States is a very good one as far as the credit 
guarantee coverage is concerned. But there is also a problem of the 
downpayment in connection with those sales. 

I think manufacturers in this country were very active in attempting 
to sell their aircraft to the customers who bought the Canadian air- 
planes. But unfortuntely we were required, because of our own 
financing problems, to ask for a certain downpayment. We could not 
pay the downpayment out of our own pocket. Somehow the Cana- 
dians were able to work that out. 

Senator Monroney. I have noticed that 3 or 4 years ago practically 
100 percent of the airlines abroad were flying American-made aircraft; 
today I think it would be a good guess that less than half the planes 
you see on the foreign airports are of American manufacture. Al- 
most all the airline executives will probably tell you that they still pre- 
fer American-made aircraft, but either the price is higher, or they 
are able to buy other aircraft on credit terms which amount to almost 
a lease-purchase plan and pay for them as they use them. 

This does present, I thinks, a great challenge to American industry. 
We may lose our preeminent position in aviation, as we have in auto- 
mobile exports. 

Mr. Consraste. I think in the export of the aircraft, itself, and its 
initial complement of spare parts, that our experience with the Export- 
Import Bank has been very, very successful. We have had no par- 
ticular problems there except one of a downpayment nature. The 
requirement is a 20-percent downpayment from the customer, which 
I think is sound business. A good many of the customers for the air- 
craft don’t have the 20-percent downpayment to start with. Some- 
times that backfires on the manufacturer, as in evidenced—the Capital 
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Airlines case, where the manufacturer did not get an adequate down- 
payment for the aircraft. Right now they are having quite a little 
problem with Capital Airlines, as far as paying for their aircraft is 
concerned. ‘There wasn’t sufficient equity of the airline. 

Senator Monroney. Are you able to finance with Eximbank, say, 
used aircraft ? 

Mr. ConsrAste. We have not had any situations that we felt re- 
quired financing with Eximbank. They have indicated to us they 
would like to have the case submitted to them, but we have not had the 
type of sales that we felt required Eximbank type of financing, or 
where we could profit by that. Most of our sales of used aircraft 
have been either for cash or on such—shall we say lease, pay-as-you- 
go basis—that I don’t think it would be the kind of financing they 
would be interested in. 

Senator Monronry. You are going to get more and more surplus 
Connies, and DC-6’s and 7’s. It seems to me in certain areas of the 
world it would be quite difficult to finance a $514 million jet, or an 
Electra, which runs about 214 million today. A good used DC-6, 
which has been well maintained or a Connie, sold on long-term financ- 
ing, would help the American aircraft industry to dispose of usable 
transportation that would be very useful in less-developed countries. 

Mr. Consraste. I think contrary to the popular theory on dis- 
— of U.S. surplus aircraft abroad, there is not much of a market 

or it. I am quite familiar with Brazil, and with India, because of 
our work in those two countries. To sell more four-engine airplanes 
into Brazil would require a tremendous expenditure for airport im- 
provement—much more than the price of the airplanes involved. The 
airports that are usable by four-engine aircraft in Brazil are being 
adequately served by the present equipment. To add more four- 
engine local service in Brazil would be a disservice to the country. 

Senator Monroney. I agree with you. Brazil is probably going 
to have to skip the surface transportation age and come in, perhaps, to 
the air age without first meeting its surface transportation needs. Is 
there any attention being paid to the manufacture of a replacement, 
with a Lower operational cost, of the old DC-3 which still is the 
general workhorse of most of the short-haul lines around the world? 

Mr. Consrasie. The Fairchild F-27, I believe, is considered the 
general replacement for the short-haul operation and for the short- 
field operation of the DC-3. 

Senator Monroney. But you get into a very high cost factor in the 
initial acquisition of the airplane. It is a good airplane. It works on 
our feeder lines, but I wonder if there is a market abroad for a pro- 
duction model of a more modern two-motor plane that could operate 
off of 5,000- 4,000-foot runways with a high load factor? 

Mr. Constasie. We have one under design, but we are not sure how 
far it would get. 

Senator Monroney. We thank you very much, Mr. Constable, for 
your contribution. Again, I think your primary interest in this 
would be in the nature of replacement parts and repairs. 

Mr. Consraste. That is correct. 

Senator Monroney. The main job of large-scale financing of your 
fleet sales to overseas airways is rather well handled by the long-term 
financing arrangements of the Eximbank? 
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Mr. Consras_ze. Well, I might point out here that, as far as ex- 
ports of our current model, the Electra are concerned, better than 50 
percent of the airplanes are being sold and paid for by the customers 
as delivered. Another 40 percent are being financed through com- 
mercial banks and 10 percent through Eximbank. We attempt to 
use the commercial facilities wherever we possibly can. We bend over 
backwards, in fact, in pushing our material through commercial banks 
before we attempt to use Eximbank. 

Senator Monroney. I see. 

Thank you very much for that clarification. 

Our next witness is Mr. Andrew Gilbert, treasurer, Irrigation De- 
velopment Corp., New York, N.Y. 

Mr. GILBERT, we are happy to have you here. We appreciate your 
coming down to Washington to give the committee the benefit of your 
experience in this matter, and we are happy to have you proceed in 
your own way. 


STATEMENT OF ANDREW GILBERT, TREASURER, IRRIGATION 
DEVELOPMENT CORP., NEW YORK, N.Y. 


Mr. Grigert. Mr. Chairman, I would like to read a letter that I 
addressed to Senator Magnuson, a few days ago, which covers most 
of the thoughts we have on the subject. 

My name is Andrew Gilbert. Iam the treasurer of Irrigation De- 
velopment Corp., and I have been its export manager from 1952. 

Our company engineers, manufactures, and sells sprinkler irriga- 
tion equipment and water pumps for the export market. During the 
last 10 years our sales have been larger than the combined sales of all 
our competitors. We also own a company which controls the formula- 
tion of agricultural chemicals such as insecticides, herbicides, and 
fungicides and which exports these materials. 

Our sales record is based, we believe, on three major factors: (1) 
Our equipment is good; (2) our salesmen are young, energetic and, 
therefore, active; and (3) we have taken the risks of giving credit 
where our competitors were more cautious in their approach. 

I would say that some 8 years ago 90 percent of our sales were made 
against letters of credit. Slowly, because of offers emanating mostly 
from Europe, the maturity of the obligations were extended from 
year to year. We switched from letter of credit to sight-draft pay- 
ment; from sight draft we changed to 30 days’ date and at present, 
the extensions of credit which are made to meet competition have 
reached a point where too frequently we are unable to meet the re- 
quests of our customers. We began to investigate the cause of these 
extensions of terms and noted that since the war most of the Western 
trading nations, with the notable exception of the United States, have 
developed some type of extensive export credit insurance, Some of 
these insurance systems are run entirely by the Government; some 
of them are operated by a combination of Government and private in- 
terests. I contacted our distributors, who are located in almost every 
corner of the world, and requested each of them to give me a report on 
the situation in their particular country. I would like to quote two 
letters which are representative of the replies we received. 
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Our agents in Egypt, in their letter of February 2, 1960, stated: 


In our field of engineering supplies, which include pumping and irrigation, the 
following facilities are being offered by European manufacturers: From countries 
behind the Iron Curtain we receive no direct financing facilities other than short- 
term financing, that is, payment made as a project progresses. Loans from these 
countries are for large schemes and are extended from government to government 
and we have no access to them directly. 

As individuals and private firms, there is available from West Germany, an 
insurance policy known as Hermes which is issued to manufacturers who wish 
to extend credit terms to a specific customer overseas. With this insurance the 
manufacturer handles the credit facilities directly through his bankers and then 
extends the credit required to his customer at the best conditions he can get. 
The interest rate however, is limited to 5 percent and the period of the loan varies 
from 5 to 7 years from date of last delivery. But now, we understand it 
will be extended to 10 years after Mr. Erhard’s visit to Cairo. It is understood 
that limit on total value of this loan has been agreed by the two Governments, 
and projects to receive the loans are to be approved beforehand. Similar fa- 
cilities have been extended from Japan and other countries for the supply of en- 
gineering equipment, like power-generating installations, water-pumping stations, 
piping supplies, and transport equipment. We feel that without these facilities 
we will not be able to import any equipment or machinery in the near future from 
the United States except for highly specialized equipment. 

In your line of supplies, sprinkler irrigation, the administration in charge of 
land reclamation has asked for an offer to irrigate 4,500 acres and specified in the 
tender that payment will be over 4 years. A new tender is being prepared for 
25,000 acres where payment conditions will be asked to be extended over a longer 
period. These will represent a basis for similar purchases and unless we are pre- 
pared to offer suitable conditions, we are out. 


From our distributors in the Philippines, I received the following 
report: 


In reply to your request to furnish you evidence showing that your competitors 
received long-term credits from European sources, we wish to forward to you the 
following information. To begin with, please note that we do not know of a 
single case of a European manufacturer or supplier, including competitors of 
yours, having received credit from Government sources. We know that Euro- 
pean manufacturers and suppliers must be willing to extend long-term payment ar- 
rangements to their customers abroad from their own financial sources and can 
then receive Government protection on their credit risks. We know of long-term 
credit transactions in Europe, particularly German industrial plants manu- 
facturing machinery and equipment. Our experience in these transactions is 
the following: 

1. The German Government, through Government control and finance institu- 
tions, unburdens the German manufacturing suppliers of the credit risks involved 
at the following ratio: 80 percent for political risk, 70 percent for commercial 
risks, so that the manufacturing suppliers remain with a credit risk of only 
20 percent politically and 30 percent commercially. 

2. To obtain the Government-risk coverage, each case has to be applied for by 
the manufacturing suppliers. 

3. Upon Government approval, there is a charge on all certified premiums 
of from 2 percent up to 5 percent of the insured amounts depending on the 
length of the arrangements. These premiums, together with the percentage of 
financing charges used as a type of remuneration for the credit risks that the 
suppliers still retain and which will vary widely according to individual manu- 
facturers, are usually incorporated into the final sales prices. 

4. Terms and conditions acceptable under above German credit risk insurance 
system vary greatly with respect to the countries concerned. For the Philip 
pines, at present, the following minimum conditions for private purchases are: 
10 percent downpayment, 10 percent upon completion of shipments, 80 percent 
in equal semiannual installments. The number of payments, that is, the length 
of the installment plan, depends on the total amount involved but in no case 
exceeds 10 installments over a 5-year period. 

5. Of course, if a confirmed letter of credit for the downpayment and payment 
upon completion of shipment are a necessity, etc., etc. 
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I have received more or less similar letters from our agents in Iran, 
Spain, Angola, Jamaica, Ecuador, Venezuela, Argentina, Honduras, 
Union of South Africa, Vietnam, Nicaragua, Peru, and Greece. 

It seems very clear that in today’s highly competitive export market 
price itself appears to be less important than attractive credit terms. _ 

I would like to add here that price is important, but so are credit 
terms. I believe our disadvantageous credit terms, together with 
high shipping rates, which are very important, which everybody seems 
to kind of forget, to be the most decisive factor in the loss of business 
for us and other firms in the United States. 

I am firmly convinced that the way to increase our exports is to 
create an organization in the United States which will make available 
to the international traders of this country, credit facilities comparable 
to those available to many of the exporters of other nations. 

Perhaps I should clarify here exactly what I mean. I have noticed 
that many traders in this country confuse export credit insurance 
with export financing. We are proposing the establishment of an 
organization to provide export credit insurance, not a financing or- 
ganization. Once the credit organization is established, it will be the 
job of the traders and exporting manufacturers to work out the 
financing terms with their local bankers. At times we have held 
millions of dollars in notes which no bankers would discount. 

As I was preparing this statement for the Interstate and Foreign 
Commerce hearing which was to be held last month, I was advised that 
the Export-Import Bank of Washington had announced that it will 
provide a system of export guarantees covering political risks for short 
term transactions where credits are not in excess of 180 days. 

I believe that it is a splendid idea to have this job handled by the 
Bank, which in my estimation, is probably one of the very few organ- 
izations which understand the financial problems facing exporters. 
At present, we do not have full details as to the mechanics of the plan, 
but. on the basis of the information thus far made available to us, the 
plan would seem to be only “half a loaf.” I would like to suggest 
insurance not only against political risks but also against a wide 
variety of other common risks, ranging from governmental measures 
which would prevent the buyer from sending dollars out of his coun- 
try to simple default on the part of the buyer. I would like insurance 
to cover these risks because I do not believe that the private banks and 
insurance companies can handle them adequately. 

I would like to point out to the chairman that there are, to my infor- 
mation, two commercial insurance companies which do insure export 
risks but somewhere in the fine print it says: “We will pay you after 
the customer has been proven bankrupt.” And to prove somebody 
bankrupt overseas may take 15 years, 20 years, maybe a lifetime. So 
I repeat, I would like insurance to cover these risks because I do not 
believe that the private banks and insurance companies can handle 
them adequately. 

Most bankers, at least at our level, know very little about export 
business; for instance, when we presented a bank with a draft signed 
by on of our Venezuelan customers, whose assets total approximately 
$80 million, they advised us that they would consider financing us, but 
only to the extent of our own credit facilities—they were not interested 
in discounting our customer’s draft. 
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If we wish to increase U.S. sales abroad, we have to go all the way 
into the fight for the foreign market, and that means manufacturers 
and exporters, too, we have to fight, and we have to do it quickly, ener- 
getically, and courageously. This is possible only if comprehensive 
insurance against credit risks, exchange risks, and political risks is 
available to competent foreign traders. With such backing, the ener- 
gies of our exporters can be directed where they belong—toward 
enlarging our relative and our absolute share of world trade. I sug- 
gest that the credit~insurance be made available to these traders to 
indemnify our guarantee the trader, first, against any loss caused by 
any governmental action interfering with the payment of any trans- 
action. In addition, it should guarantee the trader against the failure 
of a customer to pay within, let us say, 6 months after due date of 
payment of the gross invoice value of goods for which delivery has 
been fully accepted. 

These four or five lines are actually the gist of what we suggest be 
done. 

The Export-Import Bank also proposed to cover short-term credits, 
but it is not clear to me what it will do about credits that fall between 
short term and medium term. 

And here I would like to interrupt. 

In all fairness, I had a meeting with some members of the Export- 
Import Bank yesterday after the hearing and they brought to my 
attention that in the last few months they seemed to adapt to certain 
measures and are changing their ways of helping the traders. I 
would like to quote here from a statement of yesterday that in addition 
to the new program for short-term transactions, the facilities offered 
‘by Export-Import Bank for medium term credit 180 days to 5 years 
were also reviewed and discussed with commercial banks. This is 
the first time since I have been in this business that I have heard 
that the Export-Import Bank does give credit insurance from 180 
to 360 days. 

Another point I feel deserves mention is the fact that in the past, 
it took too much time to negotiate a loan from the Export-Import 
Bank. Often, by the time a loan was arranged with the Export- 
Import Bank, a foreign competitior had already closed the sale. It 
is therefore, important that this new insurance should not operate on 
a day to day basis but should be automatic. I believe that the system 
should be worked out in the following manner: 

A contract should be set up by the Export-Import Bank through 
the exporter’s private bank. It would be up to the private bank to 
accept or refuse a customer strictly on commercial grounds. Once a 
list of the exporters’ customers is established as acceptable, the Ex- 
port-Import Bank should offer first an insurance guarantee against 
my political risk, and this should extend up to 90 percent of the gross 
value of the merchandise exported. Here I should like to empha- 
size that under such a policy the trader or his bank would be in- 
sured by any political risk, we mean, against losses caused by any 
governmental action interfering with the payment of any transaction. 
Secondly, I suggest that the Export-Import Bank offer a guarantee 
of 75 percent of the gross sale in case of commercial failure on the 
part of the foreign customer. 

Once a list is established, I feel it only proper that the exporter be 
required to insure all shipments in order to get coverage for any one 
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sale, except, of course, shipments where irrevocable confirmed letters 
of credit are involved. With regard to the time element, I believe 
there should be three types of insurance: Short term, up to 360 days; 
medium term, up to 24 months; and long term, 2 years or over. When 
the exporter presents his list for approval, he can state the type of 
term he wishes for each customer. In our case, I believe that 80 
percent of our sales could be made with terms of 360 days. The bal- 
ance of 20 percent would probably require a 2-year term. 

As far as charges are concerned, they would depend on the com- 
modity concerned. In the hydraulic line a charge of one-fourth per- 
cent to one-half percent could be absorbed. We would, of course, have 
to go to a banker to arrange for the financing of the transaction where 
we feel that 6 percent per annum, which the bank would charge us if 
we had a guarantee of payment, could ultimately be passed on to the 
customer. In the chemical business I feel that a charge higher than 
one-fourth percent could probably not be absorbed. 

The Germans, Dutch, and British have existed for centuries on 
their international trade. If they find it valuable to have such a 
type of coverage for building their foreign trade, we owe it to our 
country and our commerce to compete on an equal footing. 

Senator Monroney. Thank you very much, Mr. Gilbert, for your 
testimony. 

Do you feel that this should be set up entirely as a governmental 
operation, with the Government not only participating in the ep 
cal and catastrophic risk, but also the commerical risk as well 

Mr. GirBert. That is correct. 

In other words, I am afraid if we set up a private organization, 
this organization may be good in the next few months. But when 
you have problems in Korea, when you have problems in Cuba, when 
you have problems in Nicaragua or some other countries and all these 

roblems occur at one time, I don’t think the private firm would 
i able to handle them. I think it is only our Government which can 
back us up. 

Senator Monroney. Of course, the plan described by Mr. Scafuro 
was that the Government would underwrite and participate in the 
political and the catastrophic risks, but that under normal trade con- 
ditions, the risk for the commercial credit factor could be better under- 
taken by private industry. He would like to see coverage merged 
under one private and governmental corporation, but with the respon- 
sibility divided, the political and catastrophic backed by the Govern- 
oe and the normal commercial credit risk backed by a private 

rm. 

My experience in “eshyeromnes would indicate that this is a very 
wise suggestion, in that governmental delays and fears of congres- 
sional investigations on personal credit extended by a Government 
agency, always leads to 10 times the amount of redtape required in a 
private insurance firm on the commercial credit factor. 

I see no reason why this suggestion could not be worked out for 
the abnormal risks so that no private industry would have to absorb 
all of them—and I quite agree with your statement that this could 
go beyond the assets of one company. However, I see no reason why 
normal commercial credit risks would present a problem that private 
industry could not handle through a well-organized, well-financed 
credit insurance system. 
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Mr. Gipert. I don’t see why we could not use the facilities which 
already exist in the Export-Import Bank, with certain changes, 
They have to adapt themselves to the situation. I know every 5 or 6 
years they have to meet certain changes. I don’t see why the Export- 
Import Bank could not be used as an agency of the Federal Govern- 
ment and operate through private a I don’t see why we have 
to set up a new division or new agency of the Federal Government. I 
think that our private banks could act as the agent of the Export- 
Import in these transactions. 

enator Monroney. I don’t think the Export-Import Bank would 
permit anyone to act for it on the approval of the commercial credit 
risk. This is the point upon which I have great misgivings. You 
come back to committees, interlocking credit councils, and political 
considerations and many other things that would frustrate the pro- 
gram just as it bas been frustrated ever since this credit insurance 
program was first talked about well over 2 years ago. 

Mr. Gupert. I notice in a release that they brought out yesterday 
that in a small way they are going in the right direction. They are 
joining with one bank, I think Colonial Trust, where the Colonial 
Trust participates to the extent of 10 percent—lI don’t have the facts 
in front of me—and I think the Export-Import Bank participates to 
the extent of 55 percent. This is a step in the right direction. This 
is not what we want. We want to be fully guaranteed. 

Now, I think, after all, somebody has to work it on a commercial 
basis, and I think our own banks—my banks, the other exporters’ 
banks—are the better judge of who our customers are. There must 
be a clearing agency to check on the customer. You just can’t give 
credit to anyone, otherwise this agency would be bankrupt in a short 
time. 

Senator Monroney. But if it was done by a commercial company, 
that would be the case, and they would take a fee for it. 

Mr. Gixpert. I have no objection to that, 

Senator Monroney. The Export-Import Bank would want to dou- 
blecheck any credits which they were insuring, and our experience in 
the past has been that they are not very speedy and very satisfactory. 
The requirements, that your agents in Egypt and the Philippines have 
both mentioned, is for speed in the completion of the credit transac- 
tions. It doesn’t comport with the past performance of this Exim- 
bank. 

Mr. Ginpert. Yes, but I am trying to be fair to those people. I 
have heard a lot of criticism here. We have been a customer in a 
small way of the Export-Import Bank, and in some cases they have 
been very slow, I admit that. 

On the other hand, in the last few months they seem to have im- 
proved, so I imagine if they stick to it, they may show some further 
improvements in months to come. 

However, I would like to go on record as saying I have no objection 
whether an independent agency is set up or whether the Export-Im- 
port Bank follows this program through. 

Senator Monroney. But the speed in completing the transaction 
is of preeminent importance. 

Mr. Gutpert. Very important. 

In other words, we have to be able to decide within an hour or two 
whether we are going to do business under certain terms. 
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Senator Monroney. And from your experience in the past, has the 
Export-Import Bank been speedy ¢ 

Mr. Grtpert. No. 

Senator Monroney. But you feel they might speed up? 

Mr. Gitpert. Yes; I notice in the last few weeks they have im- 
proved, particularly after these hearings. ; 

Senator Monroney. It always improves after hearings, but nothing 
very much after that. 

Thank you very kindly for coming here and giving us the benefit 
of vour practical knowledge in this field. 

The next witness is Mr. Charles W. Stewart, president, Machinery 
and Allied Products Institute, Washington, D.C. We appreciate 
your coming to our hearings and giving us the benefit of your prac- 
tical experience in this field. 

Mr. Stewart. It is a pleasure to be here. We have submitted on our 
behalf quite a lengthy document, consisting of three parts, a principal 
statement and appendix, actually two parts at present. We have a 
further appendix in process which documents in the form of case 
histories or quotations from practical experience some of the general 
points which are made and if it please the committee, I would like 1 
or 2 days to complete that supplemental piece and will be glad to 
furnish it to the committee. 

Senator Monroney. You wish to file it for the record ? 

Mr. Stewart. File it for the record as appendix B. You already 
have the principal statement and appendix A. 

Senator Monroney. That would be fine. 

(These documents appear at. the end of Mr. Stewart’s testimony.) 

Mr. Stewart. I would like to have Mr. A. B. van der Voort who is 
an economist on our staff, join me here for a brief summary of our 
statement. It is late in the day and you are anxioustomoveon. First 
of all, a word about our organization. The Machinery Institute is a 
national organization of the United States, which represents capital 
goods manufacturers, as distinguished from consumer goods. 


STATEMENT OF CHARLES W. STEWART, PRESIDENT, MACHINERY 
AND ALLIED PRODUCTS INSTITUTE, WASHINGTON, D.C.; ACCOM- 
PANIED BY A. B. VAN DER VOORT, ECONOMIST 


Mr. Stewart. My name is Charles W. Stewart and I am president of 
the organization and the chairman of its affiliate council for tech- 
nological advancement. I should like to make one or two preliminary 
observations in part recognition of some points which have been made 
by other witnesses, both Government and private. 

I think it is very safe to say that the volume of exports which can 
be achieved and the extent of credit which can be offered to foreign 
countries is dependent in a very large measure on markets abroad in 
the availability sense and on the economic strength and ability to buy 
and to pay which foreign countries and foreign organizations have. 
_ It sounds like a simple point, but I think we need to be realistic 
in that we are not living in a dreamworld, envisioning absolutely 
unlimited markets or credits. This is not to say, however, that we 
cannot achieve a major surge forward in our judgment, both in exports 
and in credit facilities. 
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Secondly, I think the Export-Import Bank has made the point in 
its testimony that it is not the desire of the U.S. Government or the 
Bank to kick off a credit war. This generalization sounds very basic 
on the surface and it is certainly valid up toa point. But let’s condi- 
tion its acceptance with these facts of life, if you please: First, com- 
mercial competition in international trade throughout the world is 
extremely intense at the present time, and the intensity of that com- 
Coveney is not limited to the so-called cold economic war with the 

oviet. It is equally, if not more intense in a commercial sense among 
our allies in the free world. So in one sense of the word, and using it 
quite loosely, we are already in a commercial contest of major pro- 
portions. 

Moreover, it is a part of this intense commercial competition that 
credit terms are frequently the central focus of competition. Again in 
one sense of the word we already have a credit contest, or a war, if 
you will. 

Finally I think it is not enough necessarily to settle for the proposi- 
tion that we ought to have credit terms just as good as our competitors 
abroad. We may need, in order to maintain or boost American exports 
even better credit terms in order to offset certain other competitive dis- 
advantages such as the cost of the very important labor component in 
the U.S. product, the rapid relative increase in productivity which is 
taking place abroad and so on. 

I should like to make one further preliminary comment. One of 
the presidents of one of the organizations with which we work very 
closely is a member of the President’s Advisory Committee on the 
subject of exports, recently appointed. 

Needless to say, this statement has not been cleared with the Presi- 
dent’s Advisory Committee and I wouldn’t want anything I say 
imputed to the President or the Committee. 

We are talking about, in our judgment and as I believe these hear- 
ings bear out, a serious problem which has been one of a longstand- 
ing character and which is deep in degree, and the impact of our 
international balance-of-payments problem and our export deficiency 
will not go away by their own motion. 

Some strong medicine, in our judgment, is necessary. We should 
not be deluded by temporary spurts on a month-to-month basis in 
export figures which may not only be short term, but frequently may 
be tied to an artificial boost supplied by transactions in a particular 
industry. 

We need, in brief, as Mr. VonKlemperer has said better than I 
can, a major boost in exports. 

To that end in our judgment, we need a major improvement in 
the number of institutions active in the field of credit facilities and 
a major improvement in the ‘volume of total credit available to 
exports. 

f I leave one thought with the committee, it is that I think that 
we need to talk in terms of a major program rather than minor 
refinements of that‘which we already have. 

Now, to a fine point of distinction which I think may be very well 
curable when we talk about what kind of medicine should be applied. 

We may hear a great deal and have in these hearings about insur- 
ance, varieties of it, some covering political risks, some covering com- 
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mercial risks. We need to bear in mind, and the Export-Import 
Bank’s experience bears out, that in order to finance export transac- 
tions, you need not only protection of risks, but you need funds. 

Insurance schemes do not necessarily produce funds. The Export- 
Import Bank has had the authority, I Sotiiaies for many years, to issue 
a guaranty of sorts, if commercial banks would undertake certain risks 
in terms of supplying funds. 

But commercial banks, because of their nature of activity, because 
of their desire for liquidity, because of the competition for earning 

ower in domestic versus foreign situations, have not been particularly 
interested in putting themselves in the position of needing insurance. 

So we need in this area both funds and protection in terms of insur- 
ance and it doesn’t necessarily follow that export credit insurance, 
which is designed to bring commercial banks into the act, will in fact 
do so. 

I make that in terms of a general observation and I think we should 
bear it in mind as we talk about the mechanics of dealing with this 
problem. 

Now, to take you very quickly through the principal statement, 
merely by means of reference, we have some concern as we express in 
the introduction 

Senator Monroney. Mr. Stewart, I must fulfill another appoint- 
ment shortly so I am going to ask Mr. Yarborough to act as chairman. 
I will stay as long as I can and will read your statement with great 
interest. 

Mr. Stewart. Thank you, sir. 

We feel it is important that this problem be thought of not solely 
in terms of balance of payments. We feel that there are other inter- 
national economic questions in issue and we touch upon them in the 
introduction to the statement. Preeminently we believe that we need 
in the United States what we have never had before and what we 
characterize, not in an original sense, but for purposes of emphasis, 
as an international commercial policy. 

We also develop in that introduction why we feel exports in terms 
of repeat orders and relations with foreign countries, both commercial 
and otherwise, are so vital not only in the interest of industry in the 
United States, but also in the interest of Government and national 
security. 

We are offering for the committee’s study some export-import ratios, 
which is a rather interesting way of looking at the way we have re- 
trogressed in our es position at the same time that imports into the 
United States have been increased. 

Senator Monroney. Could I interrupt right there? 

Mr. Stewart. Yes, sir. 

Senator Monroney. Do you feel as a representative of these great 
exporting companies that we are doing ourselves a proper service by 
including our foreign aid as a part of the foreign trade, or our sales 
in local currencies and other things that do not bear a direct relation- 
ship to our normal competitive export business ? 

Sometimes I feel we confuse the public and hide the rather bad 
results of our foreign trade declines by including foreign aid as a part 
of our export business. 
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Mr. Stewart. I think it is only fair to say that to some extent you 
get double counting, because in some respects aid programs—for ex- 
ample, the Development Loan Fund, if you include that as a part of 
your aid program—may indeed produce exports from the United 
States. I would agree with you as a generalization, Senator Mon- 
roney, that I think that there is a good deal of confusion in the data 
on the manner in which our exports are running, but I don’t believe 
it necessarily follows that aid in terms of an outgo is always an 
adverse factor as far as export potential in the United States is 
concerned. 

Senator Monroney. I quite agree. But it seems to me we do in- 
clude a great deal of 480 sales that are not a normal part of our ex- 
port trade and would not exist but for the fact that we are taking 
blocked currencies or currencies that we cannot use for our trade 
purposes in this export figure. 

Mr. Srewart. I think that is a fair statement. Not only are ex- 
ports going down but exports are going down in relation to increased 
imports, which makes your balance-of-payments problem even more 
severe. We do that on a product-line basis. 

Senator YarsoroucH. I want to ask you about agricultural ma- 
chinery. I note that you say by 1958 the ratio of imports into the 
United States was 75.4 percent of our exports in value and that by 
1959, 83.1 percent. 

What kind of agricultural machinery is that? I come from a State 
that farms more acres than any other and has more families on the 
farms than any other. I don’t recall ever seeing any foreign combines 
or cotton-picking machinery. Do you mean smaller items like plow 
points or axes ? 

Mr. Stewart. I am not an expert in this line. That is the category 
of agricultural machinery which is used in U.S. Government data. 
There is no question but that the imports of agricultural machinery, 
as we classify it in our data, are moving up at the same time that our 
exports in agricultural machinery are slipping. 

As a matter of fact, I think you will find, Senator, that there have 
been a number of arrangements made recently by U.S. manufacturers 
of agricultural equipment to import agricultural equipment, including 
tractors and other items, from certain foreign points. ; 

Senator YarsorovecH. You mean with American names on the 
machinery ? 

Mr. Stewart. That is right. 

Senator Yarsoroucu. Made in American plants abroad and im- 
ported back again ? 

Mr. Stewart. To some extent made in jointly owned operations. 

Senator Yarsorouen. But would they have the American names 
on them when they appeared on the market here ? 

Mr. Stewart. That is right. It would undoubtedly be satisfac- 
tory from a standards standpoint, generally. I only refer to that to 
confirm in a smal] way the fact that if our Government data is valid, 
this trend is valid. 

Senator YArsoroven. Yes. This last explanation you gave us 
might explain the fact that you so seldom see machinery out there 
with any foreign label on it. 
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Mr. Stewart. And it may be, sir, that the category of equipment 
that is concentratedly used in your area is not so heavily felt in these 
figures. 

Senator YarsoroucH. What percentage of the machinery going 
into India now would you say is European made and what percent 
is American made? 

Mr. Stewart. I couldn’t give you a percentage figure. But I would 
say as a general rule it is very difficult to sell in India under present 
conditions for a number of reasons. One of them is cited here. The 
historical relationship to European source, another is price, another 
is terms. I can’t give you a percentage figure, but I am sure that the 
advantage is heavily in favor of the European source. 

Continuing my statement, the purpose of the next section is very 
simple and I shall only tick it off very briefly. It is generally said— 
and to some extent pretty widely felt—that at least, among Govern- 
ment agencies, that the Export-Import Bank is the only single insti- 
tution in the world with exactly the kind of apparatus that it has, 
with the broad mix of coverages that it offers, and that perhaps, as 
was suggested by Mr. Waugh, it is doing and offering as much as any 
other insurance institution in the world. I think that is a fair para- 
phrase. The purpose of this section is to underline the fact that at 
least for capital goods manufacturers, which are the industries with 
which we work, there are an important series of gaps in the availability 
of credit to U.S. manufacturers of capital goods from the Export- 
Import Bank. 

We have enumerated these gaps, the first one being that there are— 
at certain stages Eximbank will close out as to a particular area, a 
country, or in individual situations. 

This is not necessarily to say that they are not justified at a given 
time, but the fact remains that you may find as you go into the Bank 
that on a given day we are loaned up in Argentina or that particular 
part of the world is no longer available for financing. 

There are certain special limitations on the availability of credits 
which we discuss in our statement. It is the policy of the U.S. Gov- 
ernment not only through Eximbank but in general not to finance 
equipment purchases by state-controlled oil monopolies abroad. 

This affects very substantially petroleum equipment manufacturers. 

I do not propose to go into this question in detail at this time ex- 
cept to say that we think the policy should be reviewed, and we have 
so told the State Department over a long pericd of time, and have 
prepared for them an aide memoire on the subject that goes back to 
September 4, 1958, which we will offer for the committee’s use if it 
would care to have it. 

(The document referred to appears at the end of Mr. Stewart’s 
testimony. ) 

Senator YarsoroucH. I would like to see a copy personally. Does 
our refusal to sell oil development equipment to the countries having 
a government-controlled oil monopoly slow up the development in 
those countries, or are they able to get adequate equipment from 
the European countries / 

Mr. Stewart. There is no question but that competitive equipment 
is being brought into these countries. There is a basic policy question 
involved here, and we have to recognize, as we look at it from our 
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viewpoint, that there is another problem, and that is: Should U.S. 
funds—should the taxpayers’ dollars be employed to finance credits 
to a state-owned monopoly in one of these countries at the same time 
when we are trying to provide leadership for the free enterprise 
system ? 

That is one. The other is: Should we look at this realistically when 
perhaps that policy as presently practiced will not be changed? That 
as a practical matter these countries will continue in general in the 
direction in which they are going in a nationalistic sense, and that 
they will develop their industries as far as they can, and that they 
will, as a practical matter, import that equipment from other countries, 
including Russia, and in fact are doing so. 

Senator YarsoroucH. If they can get all the equipment they want 
from other sources for that development, aren’t we hurting ourselves 
more than we do them if we refuse to sell equipment, provided they 
could get plenty from other sources ? 

Mr. Stewart. You state the case better than I can, sir. That is 
precisely the way we feel. I think the committee will be interested in 
that detailed brief on the point that we submitted to the State De- 
partment in 1958. 

It has been the policy, and I think with good reason, for some 
time for the Eximbank to require participation by an individual 
company on an exporter credit. The present percent requirement is 
12 percent. We make the point by stating that there are only a cer- 
tain number of 12 percents in the capital structure of an average 
company. 

This means that when a company runs up to a certain point of 
participation it can no longer help finance and must go to other 
sources. This represents a gap in addition to the other gaps I have 
cited. 

The procedural problems that then follow I will refer to very 
briefly. 

We feel, although I understand the Bank contends differently, that 
small transactions are not given the same attention under the Bank’s 
setup as the larger type projects. I am not referring now necessarily 
to the size of the company that brings the transaction to the Bank. 
I am talking about the size of the transaction. 

Subpoint 2 under the procedural problem is the fact that it requires 
almost continuous contact with Bank personnel to keep in touch with 
the latest Eximbank loan policies, which we concede must be flexible, 
but at the same time it makes it a problem to stay current on area 
developments, country developments, technique developments, and so 
on. 
Third subpoint, there is reference to advance commitments in prin- 
cipal, particularly when you are a relatively modest company, as far 
as your structure is concerned financially, and you bring a project to 
the Bank in order to insure yourself a competitive position in a bid; 
you need some kind of a commitment in order to stay competitive. 
Unless some kind of a commitment with some assurance can be given 
at a fairly early stage, you lose the business. 

We think a good deal more attention might be given to this advance 
commitment area. The detailed information criticism which follows, 
I won’t dwell on, other than to say it is quite serious and I am sure 
the Bank is working at it. 
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We have found procedurally on another point that in general the 
line of credit program has not worked, at least for our companies, 
perhaps because it is not really designed for the capital goods type of 
manufacture. 

We feel, in connection with procedure, that so-called bail-out loans, 
although they serve an economic purpose in international commercial 
relations, might possibly better be financed and handled by an institu- 
tion other than the Export-Import Bank. We then turn in our state- 
ment to the newly announced program, a preliminary evaluation. 
I won’t do any more than generalize in summary of it. We think it 
is a good try, but will not produce much in terms of results. We 
say that not in criticism, in a terribly negative way, but in recognition 
of the fact that we think that one of the most important objectives 
that the Export-Import Bank has in mind in its new procedures re- 
cently announced is to draw the commercial banks more actively into 
the act. 

We believe that the possibility of drawing commercial banks exten- 
sively into the act is limited because of their competition for domestic 
ventures, because of their ability to earn good return on domestic ven- 
tures, because of the demand for liquidity, and because of the fact 
that historically they have not been oriented in this country to foreign 
trade. We have some doubts also as to the impact which new guar- 
antee features that have been announced will have, although we feel, 
as we say later in our statement, that all of these innovations should 
be given a trial, provided it is a quick trial and does not extend over 
too long a period of time. 

We feel that very important emphasis should be placed by the Bank 
on one sentence contained in its recent release; namely, that they are 
working on improvement and streamlining in their procedures. 

In brief, gentlemen, we feel it is fair to say that, for purposes 
at least of the industries with which we work, there has been only 
one major contribution in export credit facilities availability made 
in the United States, and that has been by the Export-Import Bank. 

Whatever we may think of inadequacies in their procedures, or 
whatever may be said as to lack of vision with respect to a new pro- 
gram, in our judgment that is a simple fact. We feel that the second 
simple fact is that we have not had a major contribution in this area 
from private institutions of any character, be they banking, insurance, 
or otherwise. 

We feel, third, that that is the central gap in our present problem. 
So, in general, we approach this by suggesting that, first, the Export- 
Import Bank should continue its program, it should be encouraged to 
try its innovations that have recently been announced, and perhaps 
even to be expanded upon. They should be encouraged also to deal 
with some of these gaps and some of these procedural problems with 
energy and dispatch that we have attempted to outline. 

In addition, we sense a probable need for a new approach which 
would do two things: Along the lines of the criteria which are laid 
out near the end of our statement, and I think they are worth reading: 
This new and bold approach in our judgment should be a bold effort 
to obtain a substantial addition to our total export credit facilities. 

2. It should emphasize and be concentrated in the private sector. 

3. It should attract the interest and the resources of such private 
institutions as insurance companies, pension funds, to the extent that 
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law permits, and any other private sources of medium- and long- 
term funds. 

And on this point, gentlemen, I think it is important to bear in 
mind that as a broad proposition commercial banks do not have long- 
term funds to loan. 

4. It should produce a large pool of financial resources. 

5. It should be thought of not as a substitute for the Eximbank 
but as a parallel effort in the private field to supplement an activity 
which has been discharged, in our judgment, in a way too dependent 
on Government funds and institutions. 

6. It would necessarily require a cooperative effort between Govern- 
ment and industry, at least to the extent of Government protection 
against political risk, because we know of no private institution that 
has ever engaged that risk. 

7. It should, however, compensate Government. properly in this re- 
gard so that Government would not be placed in the position of carry- 
ing most of the risk, having little or no income and having no control 
over the new institution at least during its early stages. 

Now, we are not institutional experts in this field, and unlike Mr. 
Scafuro, who has devoted a good deal of attention to the mechanics 
of the problem, we do not wish to impose upon you by offering : 

ecific, well-rounded definitive mechanical plan, but we do believe 
that those criteria are governing and should be the basis upon which 
such a new institution might be built. 

Now, you could go in several directions in terms of the mechanics. 
We feel’ so strongly that the availability of credit funds, not alone 
insurance, are essential, that we believe that if such an institution were 
created it should provide funds, credits, and loans in somewhere the 
same way that the Export-Import Bank does with the protection of 
a political risk guaranty. It is possible, as has been suggested by 
other witnesses, that this institution might engage primarily In ex- 
port credit insurance, although we doubt that would be enough to fill 
this gap. It is also possible, as the last witness suggested, that this 
institution might have some tie-in or be really built into the Export- 
Import Bank. One of the things that this institution might very well 
engage in would be to discount commercial paper w hich } private com- 
panies cannot sell to commercial banks except at very extreme low 
return under present conditions. 

Now the general feeling of the institute in this subject is that we 
need a greatly increased attention, not a loan on exports, but on a 
dynamic commercial international trade policy, and we emphasize 
commercial. We believe that we should not continue to rely so heavily 
on government, and above all, not on a single institution, even though 
we must recognize that the Development Loan Fund has moved into 
this field and is moving in slowly, of course, and is doing an excellent 
job under its concept. 

We need to do more than merely perfect the techniques employed 
within the present concept of the Eximbank. We need, we feel, a dra- 
matic and a bold new boost in the area of credit facilities. 

Now, a lot of people say, including perhaps representatives of gov- 
ernment, that this is wishful thinking, that private institutions will 
not provide the funds because they can be used more effectively and 
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with greater return elsewhere. It is my considered judgment that 
this is a challenge to the private sector and that, indeed, it is the duty 
and obligation of private business to move into this area in some way 
and to begin to supply know-how and fund and facilities and energy 
in a way ‘that is not presently being applied by private commercial 
institutions of all types. 

In closing, I would like to deal with two quick points. 

First, we : feel that American industry, in terms of a general obliga- 
tion to boost exports has a lot to do under its own power. It can do a 
better job on cost control, it can do a better job on market analysis, 
on selling, on facilities abroad, and we are attempting to work with 
our companies in all of these areas. 

I want to close on the note that I think that what is needed in this 
area is not only more attention by this committee and by Government 
institutions, but a good deal more action on the part of private busi- 
ness, itself. 

Finally, recently the Development Loan Fund announced a policy 
change to give greater emphasis to U.S. sources for equipment sup- 
plied under projects which it finances, as distinguished from a policy 
of worldwide bidding. We think this action is wholly consistent 
with the program of bolstering exports, which is under consideration 
before this committee, and we would like to take this opportunity to 
‘all attention to it in that light. 

Now, gentlemen, you have our statements which I have attempted to 
skip through without taking too much of your time. Appendix A 
isa summary of a detailed questionnaire which we sent out to capital 
goods manufacturers and on which we had a rather remarkable 43 
percent response record, It attempts to deal not only with credit 
problems, but some collateral issues on which members of the com- 
mittee have been examining witnesses, such as the caliber of com- 
mercial intelligence. Appendix B, which I propose to submit to the 
committee within the next 2 or 3 days, is a 15-or 2U-page set of quota- 
tions or case examples of inadequacies in the area of export credit 
facilities. 

That concludes our statement. It was a privilege to have the op- 
portunity to present it. 

Senator YarsorovcHu. Mr. Stewart, I want to commend you for 
this very fine statement, of the problem, illustrated by percentages 
and examples in individual countries and individual problems, for 
your recommendations as to measures, for your progressive thought, 
and your ideas as to measures to remedy our export trade. 

I think the questionnaire you have sent out, the whole paper and 
the method of presentation, the skillful manner in which you have 
presented it, will receive careful attention. 

We have staffs to analyze them, study them, and before they are 
voted on we will have our own staff members to collate them and index 
and cross-index them, and this will be seen by many people. These 
reports are also distributed throughout the country. We have letters 
requesting reports on different subjec ts from people who are interested 
throughout the country, particularly those teaching these problems 
in colleges, trade publications that are interested, and through that 
means the thoughts you bring here are printed for national distribu- 
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tion and help create a climate of opinion to get these desired improve- 
ments brought about. 

So the extent of the knowledge and attention that your paper will 
receive is not measured by the attendance here. 

Mr. Stewart. You are very kind, sir. 

Senator Yarsoroven. I assure you we are not negligent in our 
duties. 

One morning when this committee was meeting I had six com- 
mittees simultaneously, and I don’t have enough seniority to be one 
of the busy Senators. 

Mr. Srewarr. I am not only appreciative of the opportunity, but 
am respectful of the load which the Senators carry. I should say 
in conclusion that we are aware of the manner in which you rely on 
staff work as well as study by the committee itself, and if our staff 
-an be of any assistance to you, we are at your service. 

Senator YarsoroucH. Thank you very much. 

Mr. Stewart. Thank you, sir. 

(The full statement and appendixes of Mr. Stewart are as follows:) 
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MEASURES TO EXPAND U. S. EXPORTS 


Present Export Credit Facilities and Proposals 
for New Mec ams 
Statement of Machinery and Allied Products Institute 
Before the Count tte on interstate and Foreign 


Commerce, U. S. Senate 


~~ April 29, 1960 


Introduction 


The Machinery and Allied Products Institute and its affiliate 
organization, the Council for Technological Advancement, are privileged 
to have the opportunity to appear before this distinguished Committee in 
hearings on the vital subject of foreign trade, particularly exports. We 
will be addressing ourselves today especially to the subject of credit 
facilities available to U. S. exporters. 

First a word about MAPI and CTA, with special reference to our 
interest in this subject. These organizations represent the capital 
goods industries of the United States. Their total volume of business 
runs about $54 billion a year in product and services. Turning to the 
export field, U. S. exports of capital equipment in 1959 totaled $4.1 
billion. Capital equipment exports have for many years represented the 
largest single category of goods shipped from this country. Thus we have 
a deep interest and considerable familiarity with the export field, as 
well as other aspects of foreign trade including investment overseas, 
licensing, etc. 

Before proceeding further we should like to place this subject 
in its proper perspective, for we have some concern that it might be ap- 
proached too narrowly. These hearings are being held at a time when it 
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private industry that by some means we must achieve a substantial increase 
in markets abroad for U. S. exporters and accomplish this at the earliest 
opportunity. We would be less than candid if we did not recognize that 
the considerable attention now being given this subject has been largely 
triggered by this country's international payments problem. In fact, so 
much attention is being directed to this situation that we are concerned 
that the subject of exports is being considered from too narrow a view- 
point without reference to the total U. S. foreign trade picture in all 
of its various aspects and with all of its implications. 

Thus many are approaching the present discussions, and perhaps 
these hearings, with the notion that the balance-of-payments problem is a 
narrow issue and that its solution should be an end in itself rather than 
a@ means of furthering this country's foreign economic policy in total. 
We concede that it is essential to reduce our payments deficit at an early 
date and to close the gap as soon as possible. In this connection we 
should bear in mind that our deficits are not something new. This country 
has expertenest ea deficit in every year since 1950, with the single excep- 
tion of 1957. It is only the size of the deficits in 1958 and 1959 which 
brought the problem to the attention of so many and dramatized its gravity 
and the importance of its solution. 

We feel it desirable to emphasize, however, that this is not our 
only problem in the field of international trade and economics. Nor is a 
reduction in our payments deficit the only end that an increase in U. S. 


exports would serve. Let us examine some of the other objectives which 


should underlie a more dynamic foreign trade progran. 
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Among other major problems facing this country is competition 
with the Soviet Union's economic and cold war offensive. We have been 
utilizing, as a major instrument of U. S. foreign economic policy in this 
area, @ program of U. S. loans and grants. This program has been directed 
to increasing the power of free world countries to resist both external 
aggression and internal subversion. This has included both economic and 
military development aid. ‘Thus far it has been the determination of 
government in the United States not to reduce these aid programs sharply, 
on the theory that they are vital to a successful U. S. foreign economic 
policy. Without debating the need for maintaining these programs near 
present levels, it is necessary to recognize that they have been running 
at an annual rate of about $6 billion and that it is absolutely essential 
that the U. S. maintain a trade surplus of sufficient volume to pay for 
such & program. Thus we cannot merely be satisfied with a balance in our 
trade account. We must have a surplus of several billion dollars in trade 
and services in order to approach an over-all balance in our international 
payments. 

In addition to the need for maintaining a trade surplus in order 
that we might afford in an economic sense continued aid programs, to the 
extent that government wishes to carry them on, the question of U. 5S. 
direct foreign investment comes into play. It has long been our feeling 
that to the extent possible the burden which is presently carried by our 
foreign aid programs might be shifted to the shoulders of private industry 
operating through direct investment in countries overseas. In this sense, 
provided there is a substitution of private for governmental action, for- 


eign investment should not be thought of as a negative factor in our 
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international balance-of-payments picture. Moreover, we feel strongly 
that this Committee and other government and private institutions giving 
study to the international balance-of-payments problem, the subject of 
exports, and other related matters should not swing in their thinking to 
the extreme of supporting exports to the exclusion of investment overseas 
or, even more extremely, to accompany an export program with a negative 
approach to investment abroad. 

This brings me to a discussion of the commercial aspects of the 
situation, which in many ways underlie all of these international economic 
and foreign policy considerations. For they represent the facts of life 
in terms of the movement of trade and the extent to which trade can be an 
instrument of foreign economic and diplomatic policy. In my judgment it 
is high time that the U. S. began to think of exports, of foreign invest- 
ments, of foreign trade as a whole, as an area which needs dynamic govern- 
ment recognition and support. 

We need in the U. S. an international commercial policy. 

We have no such policy in my judgment at the present time, and 
I regret to say that I do not find in the President's message which has 
just recently been sent to the Congress the ingredients of dynamism which 
I had hoped would be injected into the program. We need to recognize that 
there is great strength both from a public policy standpoint as well as 
from a private industry viewpoint in maximizing exports from the U. S. 

It is unnecessary to do more than tick off the reasons for this rather 
obvious conclusion. But all too often we overlook the elementary facts 
of life in this area. 


The export market is not only an important initial market for 


manufacturers in the U. S. It is a repeat market in the sense that, 
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particularly where capital goode manufacturers install equipment abroad, 
they create a business relationship where new orders will be directed to 
them for a considerable period of time into the future. The buyer learns 
to think in terms of American equipment and American specifications. If 
@ plant is largely American-built the owner will go back to the U. S. for 
machinery replacements and for new machinery in many cases. He almost 
always will go back for replacement parts. Conversely, when a U. S. pro- 
ducer loses an order he may be forced out of the market entirely for these 
same reasons. 

From the public policy standpoint I do not think that we should 
hesitate to say that American business, either through exports or overseas 
operations, when managed with good judgment and skill not only serves to 
cement economic ties but brings countries and peoples much closer together. 

In sum, what I am trying to say is, first and foremost, that we 
need in the U. S. an aggressive, dynamic policy joined in by government 
and private industry to promote U. S. foreign trade. This policy is to be 
justified not alone in the light of our international balance-of-payments 
problem but as a long-run effort along the lines I have suggested. We 
must think not only in terms of what is sound in an international economic 
sense, theoretically speaking, not only what is sound in a foreign policy 
sense, but what is sound in a basic practical commercial sense, and how 
these three international objectives blend and tie together. Secondly, 
we must recognize that we are talking here about exports, more specifically 
the credit aspects of exports, but exports are only a part of international 
economic activity. The total package is far more inclusive. We should not 


deal with the export problem without recognizing that we also have very 
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important and legitimate objectives in the area of U. S. investment abroad 
and in other aspects of foreign trade and investment activity. 

It might be useful at this point to suggest that the adverse 
movement in the U. S. trade balance to which we have been addressing our- 
selves in general terms is well illustrated by the facts governing U. S. 
capital goods, which is our own field of endeavor. We are concerned about 
the adverse movement in this field, particularly in view of the fact that 
it has been in evidence almost continuously since the end of World War II. 

Let us cite a few figures to show the extent to which the balance 
has been moving against us in the past decade. In 1950 imports of agri- 
cultural machinery into the United States were 57.6 per cent of the value 
of agricultural machinery exports from this country. By 1958 that ratio 
had reached 75.4 per cent, and last year it was 83.1 per cent. For elec- 
trical machinery, imports were 2.1 per cent of exports in 1950, 16.5 per 
cent in 1958, and 24.9 per cent in 1959. For textile, sewing and shoe ma- 
chinery, the ratio was 13.0 per cent in 1950, 49.8 per cent in 1958, and 
61.8 per cent in 1959. ‘The printing and bookbinding machinery import- 
export ratio went from 3.0 per cent in 1950 to 36.6 per cent in 1959. 
Taking machinery as a whole, the import-export ratio increased from 6.1 
per cent in 1950 to 16.7 per cent last year. 

Another indication of the U. S. machinery industry's deteriorating 
position in international competition is indicated by this country's declin- 
ing share in world markets. Comparing this country's machinery exports with 
machinery exports of its seven largest competitor countries in Europe, our 


share declined from 42.9 per cent in 1953 to 35.8 per cent in 1959. The 


downtrend has been particularly marked since 1956. 
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As we have previously suggested, equipment exports serve a further 
purpose beyond that of simply helping to support a favorable trade balance. 
They play @ much more positive role in U. S. foreign economic policy--in 
promoting closer commercial ties with the uncommitted countries of the world 
and by illustrating to these countries, through example, what the United 
States can do and is doing to help them develop economically. 

Take the example of India. That country has heretofore looked to 
Europe to supply a large portion of her commercial and economic requirements. 
Because Of her history and her tradition of dealing with Europe in meeting 
capital requirements, historically she is not familiar with U. S. machinery 
specifications. For this same reason her existing pattern of production 
calls for types of equipment more nearly akin to that produced in Europe 
than that in the United States. 

India will soon be undertaking a new 5-year plan and her need for 
machinery will be immense. Increased U. S. capital equipment exports to 
India could satisfy a substantial portion of her capital requirements and 
would serve not only to improve our balance-of-payments position by strength- 
ening our markets in that area in both the near- and long-term future, but 
will lead to closer relationships between the two countries as India looks 
increasingly to the U. S. to supply the necessary requirements for her eco- 
nomic growth. U. S. technical and managerial skills and know-how will un- 
doubtedly follow U. S. equipment to India. And that country will develop 
business habits of action and thinking which are patterned more nearly after 
those in the U. S. Closer commercial ties will also strengthen relation- 
ships on a people-to-people basis, with the facilitation of exchanges be- 


tween the two countries of businessmen, engineers, etc. 
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Hence, in looking at our export picture, we must recognize that 
not only is our balance-of-payments position at issue but also our commer- 
cial relations with the world, including industrialized and underdeveloped 


areas. 
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Important Gaps in the Availability of Credit 
Facilities for U. S. Exporters 


One clear generalization can be drawn with respect to tae avail- 
ability of exporter credit facilities for U. S. companies. Activity in 
the private sector has been very limited. This applies to private commer- 
cial banks as well as to other financial institutions of private character. 
There is, in our judgment, only one institution in the government or private 
sector in the U. S. which has made a major contribution in the field of 
credit facilities over a span of years. That is the Export-Import Bank, 
which, of course, is a government-financed, government-managed institution. 
The Development Loan Fund, also a government institution, is now coming into 
the field more actively, in the project area. 

If, under our system of government, we would like to rely primar- 
ily on the private sector, whether we are dealing with finance or manufac- 
turing or any other part of our economy, it is appropriate to inquire as to 
why private financial institutions have not taken a larger role in the 
field of export credit facilities. Logically, a second question is how 
they might be persuaded to be more active in the field and how we might 
organize for the job. ‘This we shall deal with in more detail later. But 
it seems logical and necessary first to underline the central gap in credit 
facilities for U. S. exporters, namely, the relative inactivity of the 
private sector of our financial community. There are some exceptions and 
there may be some evidence of improvement, but not enough to justify in- 
portant recognition. 

This central gap is evidenced by the witness schedule for these 


hearings. How many representatives from the private banking community are 
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testifying before this committee? How many from other financial institu- 
tions, such as insurance companies, are here this week? Why aren't they 
here? There are several reasons. As a general rule, a number of financial 
institutions prefer domestic business from a risk and profit standpoint; 
they require a high degree of liquidity; they are not oriented to foreign 
trade, etc. 
Gaps in the Program of the Export-Import Bank 

We now turn to the program of the Export-Import Bank, having 
acknowledged first that it is making the major contribution in the export 
credit field in the United States. The point of inquiry, of course, is 
whether the program of the Export-Import Bank can be improved from the 
standpoint of general approach, specific policies, and procedural details. 

I may say, in this connection, that I have had the privilege of 
working with the Export-Import Bank officials and staff for many years and 
I have watched the evolution of its program over the last decade. We have 
offered constructive criticisms, as we endeavor to do today, and we have 
always found the Bank not only interested, but willing to discuss our views. 
In preparing for these hearings I have had a series of conferences with 
members of the Eximbank Board and with its staff and have received the same 
courtesies and open-minded treatment. This is not to say, of course, that 
we are in complete agreement as to the scope and management of the program, 
as we shall now develop. 

General comment.--Undoubtedly during these hearings there will be 
comparisons drawn between the specific programs and facilities of the 
Export-Import Bank and counterpart institutions in foreign competitor nations. 


These comparisons are useful but can be somewhat misleading. 
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In the first place, it does not necessarily follow that a tech- 
nique which is 100 per cent successful abroad should be adopted in full in 
this country. This we concede. On the other hand, generalizations can be 
drawn about the total activity of the Export-Import Bank, its potential 
activity, and its facilities in an over-all nature. To put it more suc- 
cinctly, we concede that it can be argued that there may not be in the 
world another single institution with exactly the same organization, over- 
all program, and apparatus which are centered in the Export-Import Bank. 
There are, however, some important gaps in the activity of the Export- 
Import Bank as it relates to practical situations which frequently are 
overlooked in these broad general comparisons. 

Negative Exim decisions as to areas, countries and/or individual 
cases.--In many critical areas of the world, or in particular countries, 
the Export-Import Bank may not, at a given time, make credit available to 
an individual exporter or for a proposed development project for one of 
@ number of reasons (see Appendix A). One gap in Export-Import Bank opera- 
tions from the standpoint of the U. S. exporter is represented by this in- 
ability or unwillingness, or a combination of both, of the Eximbank to 
provide credit in particular situations involving certain countries or 
areas. This is not to say necessarily that the judgment of the Eximbank 
in individual cases cannot be well rationalized. We draw attention to the 
point because it is a mistake to assume that competitively, where these 
situations occur, the U. S. exporter is always in a position of parity with 
& competitor in a foreign country. 

When a particular type of equipment or project is disqualified 


for Eximbank financing, and is then financed by another country, one must 
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question what has been accomplished by the Bank. If the rejection is on 
policy grounds, has not the objective been thwarted? If the rejection is 
due to the Bank's judgment concerning the foreign customer's ability to 
repay, one can only say that the Eximbank appears cautious relative to in- 
stitutions in other countries which are willing to make financing available, 
One may question in this connection whether the Bank is too conservative 
over all. (The fact is that the Bank has suffered only one default in the 
history of its operation. Its losses, written off between the time of its 
establishment in 1934 and the end of 1959, totaled only 0.028 per cent of 
total loans authorized! It seems probable that many would consider that 
this reflected too conservative a policy. Should the loan be rejected on 
the grounds that private capital is available, then it is appropriate to 
inquire whether private capital will in fact undertake the project.) 

It should be pointed out in this connection that many times a 
U. S. company has requested financing from the Eximbank where it felt it 
could otherwise pick up the order from one of its overseas plants. Its 
total profit situation would not suffer in either case. However, it is 
anxious to underwrite employment for its working force in the United 
States. 

Special limitations on availability of credits.--There are a 
number of specific limitations on the availability of Exim credits which, 
generally speaking, apply across the board regardless of the country under 
consideration. For example, there is the matter of financing equipmerxt 
purchases by nationally controlled oil monopolies abroad with respect to 
which the Eximbank has an absolute prohibition presumably in accordance 


with general government policy. 
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Thus, the Bank does not finance equipment purchases by state- 
controlled oil monopolies abroad, such as Pemex in Mexico, Petrobras in 
Brazil, and YPF in Argentina. We would suggest that a revision of this 
policy might be considered. 

We do not want to go extensively into this question at this time, 
However, we feel that there are several factors which should be considered 
in judging whether this policy should continue in force. Not the least of 
these is the fact that state-owned oil monopolies in Latin America are not 
only turning to European suppliers but are also importing equipment from 
the Soviet Union and other Communist countries. When they bring in equip- 
ment from Soviet areas, this equipment is frequently accompanied by a sub- 
stantial number of Communist technicians. 

We will only add here that we seriously doubt whether the refusal 
to provide Eximbank credits will be effective in changing the policy of 
these countries, particularly Brazil and Mexico. We ask, therefore, whether 
it would not be to our best interest to recognize that, at least with re- 
spect to refining and distribution operations, these industries are probably 
going to remain under state control. Some revision of our policy in this 
area is therefore worthy of study. 

We have made a detailed presentation to government on this subject. 
It is contained in an Aide Memoire dated September 4, 1958, and presented to 
the State Department. I offer it here to the Committee as an exhibit or for 
staff study at the Chairman's discretion. 

Printing equipment is not given credit assistance where there is 
any possibility of propaganda use in the foreign country. Radio broadcast- 
ing equipment is subject to a similar prohibition. (We understand, inci- 


dentally, that this policy may be subject to reconsideration by Exim. ) 
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These policies may in themselves be rationalized, but the fact 


remains that they create another gap in the availability of financing for 
the U. S. exporter. 

Effect of company participation requirement. --Understandably the 
Eximbank has always followed the policy of insisting that the U. S. ex- 
porter, where an exporter credit is made available, take a certain per- 
centage of the deal. This has been reduced recently to 12 per cent. ‘The 
fact remains, however, that emall and medium-sized companies, particularly 
where they are dealing with large, expensive projects, have only a limited 
number of "12 per cents" in their capital structure. Very early in the 
game @ company becomes committed to the point where it can no longer par- 
ticipate. What happens then to its competitive position in international 
trade as far as credit facilities are concerned? In this connection it 
should be pointed out that the paper which the U. S. exporter holds cannot 
easily be discounted with commercial banks in the U. S. without recourse. 

Procedural problems.--Procedurally, the Eximbank has made sub- 
stantial improvement over time. It has strengthened its organization, in 
our observation. It has made certain specific procedural changes. Pro- 
cedural problems affect substantially the ability of the American exporter 
to move with flexibility and promptness. 

If you make a chronological review of Exim policies and practices 
you will find over a period of time a number of changes made along the 
lines of streamlining or offering new approaches. For example, the Bank 
conceived the exporter line-of-credit system, about which we will comment 


in some detail. It has reduced the participation requirement of the ex- 


porter from 20 per cent to 12 per cent of invoice value. It has developed 
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more complete credit information files. Additional such changes can be 
made; indeed, in its recent press release, issued simultaneously with the 
announcement of the President's new program, it is stated that new pro- 
cedural changes are being worked out. 

Let me illustrate areas where further improvement should be 
undertaken. 

(1) Many of our companies report that it is very difficult to 
interest the Bank in transactions involving small loans. ‘The term “small 
loan" in this context seems generally to be defined as loans of less than 
$100,000. The Bank apparently feels that it does not have the resources, 
given the value of credits authorized in the course of a year, to devote 
much time to a consideration of small loans. We suggest that this prob- 
lem might be corrected to some degree by setting up a separate office 
within the Bank which could devote its attention primarily to applications 
for credits of less than $100,000. In this connection, consideration might 
also be given to devoting greater resources to the exporter credit problem. 
(As a matter of fact we understand the Bank staff in this area has been 
expanded somewhat.) Small loans are generally made available in connection 
with individual exporter credit transactions as opposed to project loans. 
Project loans, on the other hand, which are made available for a project 
rather than to finance an individual exporter, usually involve several com- 
panies, and the sums involved are ordinarily substantial. 

Another problem involved in connection with small loans is that 
the amount of information required with loan applications is very exten- 
sive whether the loan be small or large. While this makes the application 


process costly for the U. S. supplier company, it becomes prohibitive 
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where the value of the prospective transaction is small. This problem is 
discussed in more detail below. 

(2) Concern has been expressed by many companies that it requires 
almost continuous contact with Bank personnel to keep in touch with the 
latest Eximbank loan policies, which in many respects must be flexible. A 
company may have a prospective order from Brazil, for example, and may, 
upon checking with the Bank, find out that credits to that country are not 
currently being made available for one of a number of reasons. Shortly 
thereafter the situation may change sufficiently that the Bank revises its 
policy and makes credits available to Brazil. Unless the company in ques- 
tion keeps in touch with the Bank, it may not be aware of the change in 
policy and may, due to a lack of financing, lose the order in consequence, 

We do not wish to be misunderstood on this point. There is 
nothing improper about the conduct of the Bank in this respect. Moreover, 
we are not suggesting that individual companies or groups of companies are 
given preferential treatment. It is simply a matter of the difficulty of 
keeping in touch with a Washington institution in a changing picture on a 
regular basis. Commercial relations with particular countries of the 
world involve certain delicate considerations which cannot be given broad 
publicity. In addition, there is the practical matter that in difficult 
and complex transactions involving government financing circumstances may 
change, and it does not necessarily follow that the Bank can control the 
change in circumstances. 

The point is made here for the purpose of emphasizing the burden 
and the difficulty and time involved in dealing with the Bank in certain 


circumstances. We recognize that, as recently announced, Exim is trying 
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to enlist more participation on the part of commercial banks on & local 
pasis. This, it is hoped, may relieve the contact burden. This area of 
difficulty also underlines the limited character of credit facilities in 
the area of foreign trade and the need for increasing the total credit 
facilities available and the total number of credit institutions active 
in the field, particularly within the private sector to the extent pos- 
sible. 

(3) A third concern has been expressed by many companies that 
they are unable to get an advance commitment in principle from the Export- 
Import Bank on prospective loans or credits, Frequently the Bank is 
approached to ascertain whether, for a certain country and a certain type 
transaction, it would agree in principle to make credit available. Com- 
panies require such an advance commitment because of the extremely high 
cost of developing all of the information required by Eximbank in making a 
detailed application. (‘This problem may be reduced to some extent by 
limiting the amount of information required of applicants.) The fact re- 
mains that companies are frequently discouraged from applying for loans 
because of the high cost they would have to bear in making application 
even though eventually the financing may become available. Hence, orders 
may be lost which we never learn about. 

(4) We have just alluded to a fourth problem, namely, that the 
Export-Import Bank requires a great deal of detailed information. This 
not only is costly to applicant companies but it also results in consider- 
able delay, due to the time consumed in obtaining and supplying the infor- 
mation, and frequently a competitor company in another country gets the 
order before the Bank has been able to act on the basis of the information 
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made available. ‘This is a problem to which we understand the Export- 
Import Bank is giving attention, as announced in its recent press release, 

We should point out at this juncture that many of the guarantee 
agencies in the countries of Europe require less information and act on 
applications more quickly. We understand that one reason for this may be 
that the Export-Import Bank relies too much on balance sheet information 
even where repeat business is involved, whereas European agencies rely 
more upon the experience of customers. The result is that the Export 
Credit Guarantee Department in the United Kingdom, for example, according 
to our understanding, frequently requires that information be supplied on 
one side of one sheet of paper, even where very large credits are involved. 
A reduction in the amount of information required should do much both to 
reduce the cost to the supplier company and increase the speed with which 
the application is processed. 

At this point I should like to comment that, as far as capital 
goods companies are concerned, we cannot accept the reason given in Exim- 
bank testimony yesterday for delays in processing of applications. It was 
suggested that a principal problem was inadequate documentation by the 
applicant. There may be exceptions but on the whole companies with which 
we work are not deficient in this respect. 

(5) A further problem stems from the inability of companies 
to make effective use of the line-of-credit program which has been estab- 
lished by the Export-Import Bank. Our survey of member companies, re- 
ferred to in Appendix A, shows that of 35 companies which have established 


lines of credit 18 have never used it, 12 have used it very infrequently, 


while only 5 have made extensive use of the line. This has been of concern 
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to many companies which have gone to considerable effort to establish and 
maintain a line of credit. The major problem appears to be that the line 
of credit lends itself to use only where the exporter has an established 
distributor or customer relationship. Frequently the product in question 
is such that relationships of this type cannot be developed. On the other 
hand, even where the line of credit is used, it is questionable as to 
whether it actually expedites the processing of applications since the 
Bank presumably has adequate files for processing purposes in any case. 
Our general conclusion with respect to this particular effort is that it 
has been of very limited benefit, 

(6) The Eximbank uses part of its total funds for so-called 
bail-out loans. While it can be argued that the bail-out procedure main- 
tains a country's ability to buy U. S. goods, this is not always the case. 
A recent loan to Mexico, advertised as a loan to maintain imports of capi- 
tal equipment from the U. S., was, as we understand it, used to bolster 
reserves and was only to be drawn upon when or if needed. Our last check 
indicated that after several months only 10 per cent of the $100 million 
had been drawn upon. It is questionable whether more than a small portion 
of it will ever be used for actual import purposes. Recognizing the neces- 
sity for such loans, we question whether such operation should properly 
fall within the purview of the Eximbank, even in cases where they will be 
used in their entirety to maintain essential imports. 

The Treasury has in the past year or two made currency stabili- 
zation loans to Argentina and to Mexico, and the bail-out operation would 
appear to be more properly within the purview of that agency or perhaps 
should fall within the functions of the International Monetary Fumd. What 


concerns us more than jurisdiction is whether this function possibly 
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results in displacing other activities to some extent--activities which 


might make the exporter-credit and project-loan programs more dynamic. 


This concludes our brief review of “gaps” in Eximbank operations, 
These gaps when taken in the aggregate make American industry noncompetitive 
in many situations as to export credit facilities. 


The Exvort- rt Bank's Newly Announced 
= uation 


To recapitulate briefly, thus far in this statement we have 
attempted to place the export problem in proper perspective in terms of 
over-all government and private objectives. Secondly, we have underlined 
what we consider to be the central problem in export credit facilities, 
namely, almost exclusive reliance on government institutions and a general 
inactivity on the part of the private sector in providing export credit 
facilities. Thirdly, we have enumerated in some detail gaps in the program 
of the Eximbank itself and touched at least briefly on possibilities for 
improvement in that program. 

It is now appropriate to review the recently announced changes 
in the Eximbank's program and procedures, particularly as they might bear 
on the central problem to which we have referred, namely, the need for in- 
creasing total credit facilities available to the U. S. exporter, particu- 
larly in the private sector. 

On March 17, as we have previously indicated, the Export-Import 


Bank of Washington issued a press release announcing a progrem which is 
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designed to induce greater private activity in the exporter credit field. 
This program is twofold. (a) Whenever a commercial bank is prepared to 
finance, for its own account and without recourse to the exporter, the 

first three or four semiannual installments of a three- to five-year credit, 
Eximbank will finance the remaining installments. (b) If the exporter and 
a commercial bank will participate in each of the installments--the exporter 
to the extent of 15 per cent of the invoice value, and the commercial bank 
to the extent of 10 per cent of the invoice value for its own account and 
without recourse on the exporter--Eximbank will finance 55 per cent of the 
invoice value of the export. ‘The foreign buyer must make an initial cash 
payment emounting to at least 20 per cent of the sale price by the delivery 
date. 

Eximbank states that it will accept the judgment of the commercial 
bank as regards the creditworthiness of the foreign buyer under this pro- 
cedure. It is stipulated, however, in the announcement that "transactions 
should be in markets mutually acceptable to the commercial bank and Exin- 
bank and should meet the usual requirements of Eximbank with respect to 
terms." We gather from this that Eximbank will not participate in any 
such transactions when it would not fully undertake the loan initially 
itself. 

There are apparently several objectives which it is hoped this 
new program will serve. First, it may give the exporter some leverage in 
inducing his commercial bank to give greater attention to the study of 
foreign credit risks. Since the volume of money involved (10 per cent of 
the financing) would be relatively small, an exporter should be more suc- 


cessful in inducing banks to provide him with such a service, it is believed. 
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Hence, this should serve to draw more private banks into the foreign lend- 
ing business. (On the other hand, the small volume of money involved may 
act as @ deterrent to a commercial bank, as noted below.) Second, it is 
hoped that it will help overcome the exporter's objection concerning the 
extent of documentation required in applications for Eximbank exporter 
credits. Third, it is intended that, by inducing commercial banks to 
undertake examination of foreign credit risks, it will facilitate the pro- 
cessing of loan applications, increase the volume of such applications that 
can be processed in a given period of time, and hence make possible an in- 
crease in the volume of Eximbank lending activities. Fourth, under the 
first alternative above, the exporter is not required to participate in the 
credit, and this overcomes a problem faced by many companies which have 
their capital tied up, and cannot afford to extend themselves further. 
Finally, by enabling the exporter to work through his own commercial bank, 
rather than directly through Eximbank, this helps to serve the purpose 
which might otherwise be achieved by a decentralization of Eximbank opera- 
tions. 

We are hopeful that these objectives will be attained but we 
cannot help but express some doubts concerning the extent to which this 
program will attract private financial resources. 

While commercial bank participation in Eximbank loans in the past 
has been fairly extensive, the bulk of lending activity has either been in 
connection with cotton credits or in connection with project loans (where 
the money is made available to finance a project rather than export of 4 
product in an individual transaction). In such loans the individual ex- 


porter presumably does not initiate the loan request. 
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Where individual exporter credits are concerned, our understand- 
ing is that the commercial banks have been reluctant to participate, appar- 
ently, in major part, precisely because the volume of money is too small 
to interest them. We question, therefore, whether they will participate 
under the new program, where in addition to the relatively small size of 
transactions they are responsible for undertaking an evaluation of customer 
creditworthiness. It is possible that the approach will have some effect. 
It is questionable, in our mind, that the effect will be substantial, 

Let me refer briefly to three other aspects of the newly announced 
Eximbank program. First, the Eximbank will provide a new system of export 
guarantees covering political risks in short-term transactions where credits 
are not in excess of 180 days. We will make no comment on this phase of the 
new program because it does not relate particularly to capital goods. 

Second, the Bank has announced that it has under study procedures 
to accelerate the processing of credit applications on medium-term trans- 
actions. We understand that with respect to such internal procedures the 
Bank is not yet prepared to announce any important changes. We naturally 
hope that such changes will be forthcoming and we have indicated in this 
statement particular areas which need attention. 

Thirdly, in cases in which the exporter or commercial bank is 
prepared to provide the financing and assume the credit risks the Eximbank 
proposes to guarantee the political risks involved to the extent of 90 
per cent of the financed portion of the transaction. Previously this guar- 
antee has been made available in connection with transfer risks only. It 
has now been extended to cover losses directly resulting from war, civil 
commotion, and expropriation, and those resulting from the imposition.of 


import restrictions or cancellation of import permits, 
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We feel obliged to comment that the transfer risk guarantee 
program previously offered has not been effective, indeed has not been 
utilized, and we doubt that the expanded program will be significantly 
more effective. As we understand it, the major reason for the lack of 
effectiveness of the guarantee program has been that the Eximbank nor- 
mally offers guarantees only where it would be willing to offer direct 
financing in the first instance. In this sense direct financing and a 
guarantee are equated in terms of Bank policy. Since Eximbank rates 
are normally lower than those which can be offered by commercial banks, 
the latter are normally not called on and private financing is simply 
not brought into the picture. 

The same comments are applicable to the Bank's so-called com- 
prehensive guarantee program, for while this program, which covers the 
commercial as well as the political risk, has been in effect for sev- 
eral years the fact remains that only in connection with 27 transactions 
has the guarantee been utilized during the past 5 years; in fact since 


1956 it has not been used at all. (See your Committee Staff Report.) 
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Probable Need for a New Approach 


For purposes of emphasis we remind the Committee again that we 
have underlined in this statement the central problem in export credit 
facilities as being the need for increasing the total credit facilities 
available, particularly in the private sector. We do not find in the 
Eximbank's new program as we evaluate it preliminarily much encouragement 
that this central problem will be solved by the means suggested. As a 
matter of fact, we are doubtful that the program, which is intended to 
bring commercial banks into more extensive participation in export credit 
operations will add more than a drop in the bucket in terms of total new 
facilities and participation. We are similarly skeptical as to the real 
impact of other parts of the new program. On the other hand, we must 
recognize realistically that the Eximbank has been the principal insti- 
tution in the U. S. which has made a major contribution in this field. 
And we feel obliged to urge that the Bank not only be encouraged to try 
these new efforts but that they be asked to broaden them to the extent 
appropriate. The trial period, however, should not be a lengthy one 
with respect to these new programs because we have a feeling of real 
urgency in this area of export trade and export credit facilities. 

Showing due deference to the vital role of the Eximbank, we 
should like to take the liberty of making a recommendation which might 
be considered by this Committee and by other appropriate study groups 
in the United States for parallel deliberation at the same time that 
the Eximbank experiments with its new ideas and carries on its regular 
program. 
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Our general feeling is that a new and bold approach is neces- 


sary, that this new approach should meet certain tests: 


l. 


It should be a bold effort to obtain a substantial addi- 
tion to our total export credit facilities. 

It should emphasize and be concentrated in the private 
sector. 

It should attract the interest and the resources of such 
private institutions as insurance companies, pension 
funds to the extent that law permits, and any other 
private sources of medium- and long-term funds. 

It should produce a large pool of financial resources. 

It should be thought of not as a substitute for the Exin- 
bank but as a parallel effort in the private field to 
supplement an activity which has been discharged, in our 
judgment, in a way too dependent on government funds and 
institutions. 

It would necessarily require a cooperative effort between 
government and industry, at least to the extent of govern- 
ment protection against political risk. 

It should, however, compensate government properly in 
this regard so that government would not be placed in 
the position of carrying most of the risk, having little 
or no income, and having no control over the new 
institution. 


It is not our purpose here to offer detailed recommendations 


as to organization and mechanical operation of this new venture. We do 
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not profess to be institutional experts in this field. But we do feel 
an obligation to attempt to suggest the direction that this new thinking 
might take. 

From the standpoint of organization and mechanical approach 
there are several alternatives possible. This new institution, provided 
it obtained the kind of support which we have outlined here as necessary, 
might wish to undertake providing credits and project loans direct in 
somewhat the same way as the Eximbank does. Frankly we feel that increased 
availability of credit funds not alone insurance is essential. Alterna- 
tively, it might develop a system of export credit insurance, again with 
the assistance of a government political risk guarantee. Finally, it is 
even possible that it would be the wish of government during the early 
stages of the organization of this new institution to have some control 
or responsibility in connection with the operation of said institution 
because of the commitment the government would be asked to make in the 
political guarantee area. This control we hope could be limited, if 
possible and if consistent with the public interest, because of the 
emphasis we would like to place on the private sector for source of funds, 
participation, and management. 

The general thinking which underlies these suggestions is not 
original with the Institute. We hope that we have been able to place 
them before you, however, in a way which will challenge the thinking of 
experts who will be able to round out the philosophy suggested and to 


think out mechanical alternatives which would meet the broad objectives 
cited. 
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Our view can be very quickly summarized in this way. If we 
shall adopt in the United States, as we believe we should, a greatly 
increased emphasis on exports and a dynamic commercial international 
trade policy, we need to expand and make more dynamic total export credit 
facilities. We should not continue to rely so heavily on government and 
on a single institution, even though that institution has in the net 
performed so well and rendered such an invaluable service. We need to 
do more than merely perfect the techniques which are being employed 
within the present concept of the Eximbank. We need a dramatic and bold 
new boost in the area of credit facilities and we need much greater re- 
liance on the private sector. 

Frankly, I will be disappointed in private business, thinking 
in terms of our total private sector of the United States, if more atten- 
tion and more study are not given to this problem and to this possible 
approach to its solution. In the meantime, to continue our brief recap- 
itulation, we urge this Committee to commend the Export-Import Bank for 
a job well done in an over-all sense, to urge it to test its new program 
ideas intensively and with dispatch, to expand them where practical, and 
also to encourage the Eximbank to improve its policies and procedures in 
those areas where we have identified inadequacies and gaps in facilities 
end techniques. 

In closing I should like to deal briefly with two collateral 
points which bear on bolstering U. S. export trade in general. As indi- 
cated in Appendix A to this statement, the MAPI questionnaire asked for 
comments on steps which industry might take on its own initiative to 
increase exports. A summary of the responses on this subject begins on 
page 7 of Appendix A. 


FOREIGN COMMERCE STUDY 183 


We feel that American industry has a great obligation to pursue 
programs within its own control and without government support in such 
areas as improved marketing, reduction of costs, better direct selling 
techniques, improved organization for exports, etc. In the Machinery 
and Allied Products Institute, we are doing everything possible to 
challenge the capital goods industries on these points and to work with 
these industries on the various approaches to bolstering exports. As an 
example, I call to the attention of the Committee a recent Capital Goods 
Review issued by the Institute on "Major Problems and Opportunities in 
Capital Goods Marketing During the Decade of the Sixties" which emphasizes 
the foreign marketing challenge. Also, we recently devoted a seminar 
exclusively to the subject of cost reduction in manufacturing, marketing, 
and in other areas of business so as to focus on the need for cost re- 
duction to meet foreign competition in foreign trade, as well as in the 
domestic market. In brief, we are proceeding on the assumption that 
American business must undertake an extensike ’ program of its own to 
bolster its export position. 

One additional and final point. Recently the Development loan 
Fund, a fairly new institution in our international economic structure 
in the United States, announced a change in policy to give greater emphasis 
to U. S. sources for equipment supplied under projects which it finances, 
as distinguished from a policy of worldwide bidding. We think this action 
is wholly consistent with the program of bolstering exports which is 
under consideration before this Committee and would like to take this 
opportunity to call attention to it in that light. 


We have been privileged to appear before this Committee. 
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APPENDIX A 


MEASURES TO EXPAND U. S. EXPORTS 


Present t Credit Facilities and Proposals 
or New chanisms 


Statement of Machinery and Allied Products Institute 
Before the Comittee on pee and Foreign 
ommerce - S. Sena 


~~ April 25, 1960 


The Machinery and Allied Products Institute, in the light of the 
substantial and growing interest in this country's foreign trade position, 
and more particularly in order to assure adequate representation of the 
capital goods industries in testimony on the subject of foreign trade be- 
fore the Senate Committee on Interstate and Foreign Commerce, has conducted 
@ survey of capital goods views on this country's export position. 


The questionnaire itself is attached. Below is an interpretative 
analysis of the answers to each section of the questionnaire. 


Of companies queried approximately 43 per cent responded (170 com- 
panies). Of these, two-thirds had substantial interest in the problem area 
and responded in detail, although some did not answer each question. Most 
of the companies which evidenced no interest have little or no foreign trade 
activity. 


The sample is considered representative of capital goods experience 
in the foreign field. 


Cost and Availability of Financ ing 


I. Of total companies queried, 54 expressed the opinion that over- 
seas financing terms are more favorable abroad than in the U. S., while 14 
companies felt that U. S. terms are at least as favorable. Other respondents 
did not reply to this question. 


On the basis of answers and comments, we draw the following broad 
conclusions. 


(1) Our strongest competitor countries in terms of the cost and 
availability of financing are Germany and the United Kingdom, followed closely 
by France and Japan, although several other countries in Europe (and Canada) 
were also mentioned by respondents. 


(2) The area in which competition in the financing field is most 
greatly felt during the current period is Iatin America--particularly Brazil. 
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While several companies cited foreign terms of financing without 
attempting to compare them with terms offered in the U. S., frequently the 
terms cited would be difficult to meet, regardless of the U. S. source of 
financing sought. This fact is evident from statements quoted in Appendix B. 
It will be noted, for example, that some responses indicated that European 
financial institutions give terms up to 10 years to borrowers in Latin 
America and India. One respondent company noted that a French competitor 
was able to provide financing to customers through the Bank of France on 
terms up to 15 years. The Eximbank normally does not provide for repayment 
over a period longer than 5 years on exporter credits except for aircraft. 
And terms offered by private institutions normally fall short of those 
available from Eximbank. 


Export-Import Bank Financing and Private Financing Compared 


II and III. The Export-Import Bank and, to a lesser extent, the 
American Overseas Finance Corporation were two institutions most often 
mentioned by respondents as suppliers of U. S. exporter credits. Other 
private financial institutions were cited in a few cases, but over-all 
private exporter credit financing appears to be quite limited. 


This is apparent in part from company responses to those portions 
of questions II and III which elicit information on the importance for ex- 


porters of Export-Import Bank financing as compared with private financial 
institutions. 


Information obtained from the questionnaire shows a significantly 


greater reliance on the Export-Import Bank as compared with private finsncial 
institutions: 


For 78 companies, export sales involved deferred payment financing 
- 44 of these companies obtained financing from the Eximbank 
- 29 of these companies obtained financing from private 
credit facilities. 


Figures on the per cent of deferred payment export sales financed 


by Eximbank as compared with private institutions are more revealing. In 
this connection, the following data are of interest: 


Per Cent of Deferred Payment Export Sales Financed By: 


Under 5% 5-25% 26-50% 51-75% Over 75% 


Export-Import Bank 8% 11 4 7 13 
Private Institutions 5 12 5 17 


*The numbers under each column refer to numbers of companies. 
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For companies which finance the majority of their sales on deferred 
payment terms, almost three times as many ge ncing from the Eximbank ag 
from private institutions. 


It should be noted that many companies sell their goods for cash 
which is actually made available to them as a result of Eximbank credits ex- 
tended for project loans (as opposed to individual exporter credits). Much 
of the project money made available by Eximbank is not reported by companies 
because they are not aware of the original source. Hence it is not reflected 
above. 


It is generally recognized, in addition, that the terms offered by 
private financial institutions are generally much less favorable than terms 
offered by the Export-Import Bank. 


te t Bank ations 


II. Given the importance of the Export-Import Bank to U. S. ex- 
porters, what do they feel about the efficiency of its operations? 


The survey produced the following comments, summarized here: 


The Bank is not particularly interested in making small loans 
(frequently small loans are defined as loans under $100,000). ‘This is re- 
ported by small and medium-sized companies. 


The Bank's documentation requirements involve too much consumption 
of time and money on the part of the exporting company. On the basis of 
company responses, we may conclude that this shortcoming breaks down into 
several disadvantages. (1) So much delay is involved in approval of applica- 
tions that orders are frequently lost to competitors for reasons of failure 
of U. S. suppliers to be in a position to commit themselves on credit terms 
within a reasonable period of time. (2) Combining this with the Bank's re- 
luctance to give advance commitments in principle (although they do provide 
commitments in some instances), companies frequently lose possible orders 
rather than go to the expense of making out applications which they feel my 
not be approved. (3) In terms of small orders, the cost to the company of 
making a loan application is often so substantial as to be prohibitive. 


The Bank has recently announced its intention to take steps toward 
alleviating some procedural difficulties. This matter is considered in the 
main body of our statement. 


Turning to reasons given by the Export-Import Bank in cases where 
loan applicants have been turned down on loan requests, five categories of 
reasons were listed by the questionnaire and these were checked off in the 
following frequency by respondents (companies could check one, two, or all 
five of the reasons): (1) The importing country's economy does not warrant 
the financing. Cited 41 times. (2) The Bank has extended credit to the 
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importing countries to the limit it finds advisable at the time of applica- 
tion. Cited 40 times. (3) The type of product or project is not eligible 
or has too lowa priority. Cited 27 times. Many or most companies citing 
this reason sell to state-owned oil monopolies or sell printing or radio 
equipment. (4) The customer's creditworthiness does not warrant financing. 
Cited 24 times. (5) Private capital is available. Cited 22 times. 


It will be seen that turndowns were usually for what would be 
called policy reasons. However, the reason that customer's creditworthiness 
does not warrant financing was cited in a significant number of cases. 


The questionnaire also asked about the usefulness of the Eximbank 
"line-of-credit program." It must be concluded, on the basis of the re- 
sponses, that it has been virtually useless to the bulk of capital goods 
companies. Of respondent companies, 35 have a line of credit with the Exin- 
bank while 53 companies have no line of credit. 


Of those companies having a line of credit with the Bank, 18 have 
never used the line, 12 have used it very seldom, and only 5 have used it 
frequently. 


Those companies not having established a line of credit with the 
Bank most frequently gave as a reason the fact that it was not applicable to 
their product lines. 


For those companies which have established lines, the reason most 
frequently given for not using it was the problem of having to furnish too 
much documentation to Eximbank with respect to individual transactions. 

Such a requirement appears to defeat the major purpose for which such lines 
of credit were originally conceived. Another reason given by some companies 
for not using their line of credit is that the product which they manufacture 
is not suitable to a line-of-credit operation as administered by Eximbank. 


Private Credit Facilities 


III. Turning to company use of private credit facilities for 
financing of exports, three alternative reasons were listed in our question- 
naire for refusal of private institutions to provide export financing in 
response to company requests. These included: (a) The political risk in 
extending credits to the company in question is too great to warrant the 
extension of credit. (b) The institution has extended credit to the limit 
it finds advisable at present. (c) The customer's creditworthiness does not 
meet the institution's standards. 


Normally, those companies whose requests for financing from private 
institutions have been rejected checked all three of the above reasons. How- 
ever, it is interesting to note that reason "(c)" remains unchecked most 
frequently and that, in the ranking, item "(c)" is almost always last in 
importance. 
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This indicates that commercial banks, generally speaking, have 
evidenced little interest in overseas business on an individual transaction 
basis. They seldom reach the point of investigating an overseas customer's 
credit rating. This view is reinforced to some extent by additional comments 
made in responses. For example, one company states that private institutions 
contacted are not willing to enter the export financing field and are reluc- 
tant to purchase nonrecourse paper regardless of its quality or the company 
of origin. 


With respect to terms, the comment is also made that private insti- 
tutions are unwilling to offer terms required by the customer, and that the 
cost of private financing is too expensive--it cannot be covered in the price 
and leave the firm competitive. 


The questionnaire asked firms to offer suggestions for increasing 
availability and lowering the cost of private credit. The most frequent sug- 
gestion was that some sort of export credit insurance program be instituted 
in order to encourage greater availability and lower the cost of private ex- 
port financing. While a specific question was asked with respect to the need 
for exporter credit insurance (see below), comments relating to this subject 
were not elicited at this point in the questionnaire. Among other suggestions, 
some call for an educational campaign to familiarize banks with opportunities 
available in foreign financing. 


Export Credit Insurance 


V. This question deals with export credit insurance. Of companies 
answering the question, 24 have had experience under foreign credit guarantee 
programs. All of these companies, without exception, feel the need for an 
export credit insurance program in the United States. An additional 53 conm- 
panies which have not had experience under foreign programs feel the need for 
such a program in‘ this country. Only 10 companies do not endorse such 4 
program. 


The reason most frequently given for the desirability of a credit 
insurance program is the need to increase the availability and lower the cost 
of private financing. 


Some companies also expressed the feeling that the availability of 
export credit insurance would shorten the time required to consummate trans- 
actions with foreign customers. In addition, such a program would enable con- 
panies to obtain advance commitments more frequently and to enter into sales 
negotiations with greater certainty that required credit terms could be met 
and that credit could be made available under these terms. 


A handful of companies indicated that their main concern was to get 
political guarantees. Other companies did not distinguish between political 
and commercial risks. This question was not asked specifically in the ques- 
tionnaire, however. On the basis of answers to other questions it appears 
that most companies would feel the need for commercial as well as political 
risk protection. 
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Of the 10 companies which did not feel the need of a credit insur- 
ance program, 5 stated simply that their credit needs were met under current 
conditions. Either they get adequate financing from Eximbank, they have 
sufficient influence with their own commercial banks, or they are able to 
adequately finance their sales through their own resources. 


ee 


Although MAPI participation in the current hearings is addressed 
principally to export credit facilities, since our questionnaire covered 
other aspects of the export problem of interest to the Senate Interstate and 
Foreign Commerce Committee a summary of responses on those other points is 
also included here, 


He 


Foreign Restrictions Against U. 5S. Imports 


IV. Companies were queried about foreign restrictions against 
imports from the U. S. This question was directed more toward eliciting in- 
formation on restrictions which discriminated against the U. S. rather than 
restrictions which were global in nature. Only 16 companies responded to 
this question, and most of the answers were not too illuminating. This sug- 
gests, in part, that at least some capital goods manufacturers consider this 
@ secondary problem at this time. Answers also may reflect in part liberal- 
izing action recently taken by some foreign countries with respect to import 
restrictions. 


One comment, however, is worthy of quotation: 


"U. S. embassies and consular offices, through ranking commercial 
officers, should lend every possible assistance to American exporters, par- 
ticularly of capital goods, to have United States standards and specifica- 
tions accepted by foreign buyers and foreign Government buying entities. 

A case in point are so-called safety standards and regulations in Italy 
concerning power cranes and shovels and rubber-tired cranes, which make it 
impossible for American exporters to complete effectively from a price 
point of view, because USA products of that description are excluded by 
antiquated specifications which are difficult to change without the effec- 
tive support of U. S. Government representatives." 


Adequacy of Government Services for Exporters 


Question VI deals with the adequacy of government services for ex- 
porters. 47 companies expressed the feeling that commercial officers abroad 
provide adequate assistance to U. S. businessmen, while 30 feel that this 
is not the case. A number of companies stated that they have not had suf- 
ficient experience to express an opinion. That there were 30 negative 
answers appears significant. In the first place, some companies are giving 
full attention to the international field for the first time and are not 
aware of the services made available in foreign countries. It is probable 
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that many of the 47 companies which answered that overseas services were 
adequate have actually had limited experience with these services. We judge 
that a "yes" answer probably indicates, in many instances, that they could 
not cite specific reasons for answering in the negative. 


As regards those companies finding fault with the commercial officer 
setup overseas, the most frequent comment is that those officers have little 
business experience and little interest and understanding of the local busi- 
ness climate or the problems of American businessmen operating in the area. 
These particular respondents generally felt that U. S. consular services 
abroad were mich less adequate than those of other countries, A major reason 
suggested for this situation is the political orientation of commercial 
officers, who are operating under and are responsible to the State Department, 
However, many companies feel that the problem goes much deeper than this and 


requires more basic changes than simply shifting personnel on an interdepart- 
mental basis. 


On the other hand, 69 companies are satisfied with the assistance 
provided by State and Commerce Department personnel located in this country, 
Only 10 companies are dissatisfied with the services provided. While it is 
no doubt true that services made available from personnel located in this 
country are much more adequate than those provided abroad, it is quite pos- 
sible that the answers again reflect limited experience on the part of many 
of the respondent companies. 


Indus Action to Increase ts 


VII. Companies were asked to suggest what industry itself might 
do to increase exports. 


The comment most frequently made was that U. 8S. manufacturers mst 
cut costs in order to offer prices more nearly competitive with foreign manu- 
facturers. Several companies stressed that, since labor is the largest com- 
ponent of cost in most capital goods products, workers and their representa- 
tives should be made aware that further deterioration in our export position 
can be expected unless costs are held down. The need for cost reduction in 
other areas--manufacturing, design, freight, etc.--was cited. 


A great deal of attention was also given to the area of marketing: 

1. ‘There should be more salesmen stationed in territories abroad, 
and more travel abroad by senior company officers for personal 
contacts with distributors and potential customers. 


2. Overseas distributors should be given more training in sales 
techniques. 


3. More attention should be given to foreign marketing research 
and designing for the local market. Company product experts 
should be sent into foreign markets more frequently. 
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A number of other suggestions for increasing exports were offered: 


U. S. manufacturers must do a better job of selling quality 
to counter the lower prices of foreign competitors. 


Improve services to customers; speed deliveries and corres- 
pondence; provide continuing technical assistance. 


More joint selling efforts--package deals and local fabri- 
cation of heavy parts. 
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MAPI/CTA 


SURVEY OF AMERICAN EXPORT POSITION/1 


I. Cost and Availability of Financing 


Do you find the cost and availability of U. S. export financing to 


be more favorable than or at least comparable to that in other 
countries? 


Yes ae f No Lf 


If you feel that terms of U. S. financing are less favorable than 
those offered abroad, please give the following information to the 
extent that it is available: type of equipment involved; country 

or countries making financing available; country or countries to 
whom financing is extended; terms of financing extended by each 
country and a comparison of these terms with the best terms offered 
by the U. S.; name of the foreign institution or institutions provid- 
ing the financing; company or companies whose exports are being 
financed; agency or agencies from whom you have requested financing 
or which you have contacted to learn terms of financing; whether you 
failed to get financing for other reasons than cost or availability 
(for example, have applications been processed too slowly); where 
financing is not available from U. S. financial institutions, rea- 
son or reasons given; any additional pertinent information. 


17 Company responses will be treated as confidential. 


NOTE: If extra space is needed for responses to any of the questions, 


attach extra sheets indicating question by number, for example, 
II-A-1l. 


II. 
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Export-Import Bank Financing 


The Export-Import Bank is a major source of financing for U. S. 
capital goods manufacturers, and it has done an excellent job in 
carrying out its assigned functions. The question has been raised, 
however, whether its operations and procedures, which have been 
greatly improved during the past several years, might be further 
modified to meet any problems still confronting U. S. exporters. 
The following questions are intended to elicit responses which will 
help to answer the question. 


A 


A. Importance of Export-Import Bank Financing to Your Company 


1. What per cent of your company's export sales has involved 
deferred payment terms whether granted by your company or 
by other financing agencies including the Export-Import 
Bank? 


per cent 
2. Assuming that 100 per cent of your export sales involved 
deferred payment terms, what per cent involves terms of one 


year and over? 


per cent 





3. Of export sales financed under deferred payment terms, what 
per cent has been financed by Eximbank? 


per cent 


B. Experience Under Export-Import Bank Financing 


1. What per cent of your company's requests for financing have 
been approved? 


per cent 


2. When credit has not been made available by Eximbank, what 
reason or reasons have been given? Please rank in order of 
importance. 
Ranking 
(a) the importing country's economy does not 
warrant the financing 


(ob) the Bank has extended credit in the in- 
porting country to the limit it finds ad- 
visable at present 


(c) private capital is available, thus pre- 
cluding Eximbank credit 
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(4) the customer's creditworthiness does not 
meet Bank standards 


(e) the type of product or project is not 
eligible or has too low a priority 


(f) other (please specify) 





Do you have a line of credit with the Export-Import Bank? 


Yes [// No [7 


If the answer is "no" what are the reasons? 








If the answer is "yes" how extensively do you use the line? 


Frequently [7 Seldom //7 Have not yet used it //7 


Explain: 


II 





III. 


k, 


Private 


l. 
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Other comments: 











Credit Facilities 


Assuming that 100 per cent of your export sales involved 
deferred payment terms, what per cent has been financed by 
private financing institutions? 


per cent 


What per cent of your company's request for financing has 
been approved? 


per cent 


When credit has not been made available by private financing 
institutions, what reason or reasons have been given? Please 
rank in order of importance. 
Ranking 
(a) the political risks in extending credit 
to the country in question are too great 
to warrant the extension of credit 


(bo) the institution has extended credit to 
the limit it finds advisable at present 


(c) the customer's creditworthiness does not 
meet the institution's standards 


(4) other (please specify) 


Other comments (include any suggestions you may have for 
increasing the availability or lowering the cost of private 
credit to exporters): 
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IV. 
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Restrictions ainst U. S. orts 


Recently the U. S. Government has widely publicized its own activi- 
ties in inducing foreign governments to relax restrictions against 
imports from the U. S. where such restrictions are not in force 
against imports of other countries. 


l. 


th 
. 


Describe any instances where you can sell your products in 
a country where you could not sell before. 


Describe any instances where (a) you still cannot export 
to a country which imports your product from competitors in 
other countries, or (b) the terms of import are still more 
restrictive against your product than against products of 
your competitors in other countries. 





Please answer this question on a separate sheet. 


Export Credit Insurance 


The government has been giving increasing attention in recent months 
to the possible need for an export credit insurance program as a 
counterpart to such programs in Europe and Japan. 


Le 


Have you had experience under credit guarantee programs in 
Europe, Canada, Japan, or any other country? 


Yes [/ No // 


Do other countries guarantee political and/or commercial 
risks? Please specify country and check appropriate box. 


Both 

Political and 

Political Commercial Commercial 
Risk Risk 


QOOQQRQN 
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3. Do you feel the need of a similar program in the United States? 
Yes coz No / / 


Please cite reasons for your answer. 














If you do feel such a need, specify circumstances under which 
it would be useful. 











VI. Adequacy of Government Services for Exporters 


1. (a) Do you feel that commercial officers in the U. S. dip- 
lomatic and consular posts provide adequate assistance 
to your company? 


Yes [/] No // 
If your answer is "no," please outline briefly those 


areas in which, in your company's experience, service 
has been inadequate. 
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Have government personnel within the U. S. Department 
of Commerce and the U. S. State Department who are 


located in this country provided adequate assistance 
to your company, in your opinion, insofar as its inter- 
national activities are concerned? 


Yes [7] No {7 
If your answer is "no," please outline briefly those 


areas in which, in your own company's experience, serv- 
ice has been inadequate. 


Have you taken part in trade fairs under the auspices 
of the U. S. Department of Commerce? 


Yes 7 No 77 


If the answer is "no," please cite reasons. 
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(bo) Would you consider taking part in more trade fairs if 
the program were expanded? 


Yes //] No [7 


(c) Whether or not you have participated in trade fairs 9 
in what ways do you think they might be improved? 


VII. Industry Action to Increase Exports 


Add any comments you may have concerning steps which may be taken 
by American industry itself--without reference to government 
assistance--to increase its export sales. 


TITLE 


COMPANY 
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APPENDIX B 


MEASURES TO EXPAND U. S. EXPORTS 


Present Export Credit Facilities and Proposals 
for New Mechanisms 


Statement of Machinery and Allied Products Institute 
Before the Committee on Interstate and Foreign 
Commerce, U. S. Senate 


“April 29, 1960 


Appendix A, immediately preceding, is a general analytical sun- 
mary of the MAPI questionnaire on "Survey of American Export Position." 
In this appendix, quotations are reproduced to document the general anal- 
ysis of results of the questionnaire and to support certain statements of 
fact and/or recommendations contained in the principal statement. Con- 
sistent with an agreement with individual respondent companies, they are 
not identified by name. In addition, certain identifying language is 
deleted from the quotations and limited paraphrasing is employed where 
necessary without affecting the meaning in any way. 


The quotations are grouped into broad categories to facilitate 
reference and study. 


General Availability of Credit Facilities 


*# & 


"Our company could readily triple its exports if two problems 
could be solved. In very few instances do we find competition and price 


a major factor from any other supplier in the world, outside of those in 
the United States. 


“Our customers do not prefer equipment manufactured elsewhere, 
and they frequently buy American products of our type because of the long 
history of reliability of the products and because of the reliability of 
the service organizations of the American manufacturers. 


"The difficulty that we and other American builders of our 
machines have in foreign markets results from an almost total lack of 
private financing sources able and willing to accept three to five year 
and longer risks on heavy capital equipment such as ours.” 


“+ * 
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"We find that domestic banks with the tight money situation 
existing in the U. S. iteelf are reluctant to even consider overseas 
loans. Adding to the tight money situation, of course, is the political 
risk and added cost elements of such financing for commercial banks, and 
even when they approve basically of a country or a dealership or some 
other element that might influence the ultimate loan, they usually end 


up by saying 'no' because they do not have available funds free for such 
transactions." 


ee 


"Generally speaking, there is no export financing available 
from commercial banks unless the exporter is willing to guarantee the 
paper. U. S. commercial banke point out that their domestic demands 
exceed available funds. This means that the principal sources of export 
financing are those of the Export-Import Bank of Washington and. American 
Overseas Finance Corporation." 


** * 


"If we had the ability of financing these overseas sales, not 
only would we be able to increase our volume of export sales, but we 
would be able to free more dollars ourselves to participate domestically 
as well as overseas in other programs that we now must curtail due to 
the limiting factors of using all of our dollars for working capital 
inventory, and financing." 


* & 


"The high cost involved in private financing is prohibitive 
and we cannot sell such terms to our dealers overseas. Also, banks are 
reluctant to take foreign credit risks, with the tight money situation 
existing in the U.S.A. at the present time." 


* % * 
Terms Available in U. S. vs. Abroad 


* et 


"Since mailing our questionnaire a letter has been received 
from our representative in Mexico for equipment having a value 
in excess of $50,000. Our representative states that the customer will 
place an order under the foliowing conditions: 


'l.-Delivery not to exceed 90 days, from time all 
details and financing arranged. 


'2.-First payment to be July 1961, covered by 
assignment of raw material in amount of 20% 
of total value of order. 
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*3.-Balance payments to be on July 1962, July 1963, 
July 1964 and July 1965, each payment covering 
20% of the value of order and made with an 
assignment of raw material.' 


"He also states that the customer has a quotation from Germany 
and another from England on the above basis but wants U. S. equipment. 


"This customer requires 90 days delivery, and of course in order 
to go through the routine of obtaining approval from the U. S. lending 
agencies insufficient time would remain for us to build the equipment.” 


“ee 


“We are not familiar with how it is accomplished, but we have 
repeatedly been informed that German firms quote terms of payment of five 
to ten years with four and one-half percent interest rates." 


** # 


“Private financing is available in some cases with banks on 
prime credit risks at reasonable rates on nonrecourse basis where sup- 
plier has a substantial relationship with the bank in this country. 
Other financing of a limited nature sometimes available at high rates 
which usually makes our proposal noncompetitive.” 


** # 


“Country or countries making financing available: Germany, 
Italy, Austria, France, Denmark. 


"Country or countries to whom credit is extended by European 
manufacturers: Chile, Argentina, Venezuela, Saudi Arabia, Iran, Iraq, 
so far noticed. 


"Terms of financing extended: terms noticed have been up to 
five years to Chile, three years to Saudi Arabia, five years to Argentina. 


"Best terms offered by our company: normally 120 days without 
outside financing. Sometimes to 2 years. 


“Agency or agencies where we have requested financing unsuc- 
cessfully: Export-Import Bank, Development Loan Fund, various private 
banking institutions and private financing firms. Reason for inability 
to finance through Export-Import Bank: primarily that our products do 
not ‘better the exchange position of the country involved', in Exim's 
opinion. 


"In other words, purchase of these materials does not make it 
possible for the country to export, therefore, creating increased income 
for the country or do not replace imported products. Applications in 
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most cases have been processed too slowly through Export-Import Bank and 
extraneous difficulties have been confronted because of the complicated 
nature of the applications and the dozens of questions asked in most 
cases. We feel some simplification of these applications could be made. 
European manufacturers are in a position whether through commercial fi- 
nancing or Government financing to offer fer better terms than we feel 
we can offer." 


**“* & 


“We have had cases where orders were decided in our favor and 
competitors came in at last minute with higher prices but 10 to 15 year 
terms and took orders away from us." 


** * 
"Type of equipment: Purification Equipment 
"Country making financing available: France 


"All French companies through Bank of France are offering up 


to 15 years vis-a-vis 4 to 5 years by Export-Import Bank and to countries 
and for projects Eximbank will not touch. 


"We have also found cases unattractive to AOFC for which for- 
eign competitors found financing, notably for projects in Brazil." 


*“* & 


"We have recently been interested in quoting on capital goods 
for a projected new steel mill in Brazil, which is known as the COSIPA 
project. All efforts in obtaining U. S. financing both through the Export- 
Import Bank and from private sources were turned down because the import- 
ing country's economy does not warrant the financing. 


"Italy, backed by Government financing, has extended the COSIPA 
project a $12,000,000 credit under terms of 'no down payment’, 20% in 
three years, the balance in ten years, which means a total of thirteen 
years before pay-out. 


"France, backed by Government financing, has extended the COSIPA 
project a $22,000,000 credit under the terms of 5% down-payment, 15% in 
three years, the balance in ten years, which means a total of thirteen 
years before pay-out.” 


*“* 


"1. IN FRANCE, the bank, Credit Lyonnais, has made credit available to 
French Machinery manufacturers to enable them to offer deferred 
terms of 7 years to customers making shipments of machinery to Brazil. 
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"2, IN YUGOSLAVIA, the firm Prvomajska Tvornica has informed us they 
have bought production equipment from European suppliers on de- 
ferred terms of 5 years or more. 


"3. We have been turned down in our attempts to obtain financing to 
enable us to make shipments on a deferred payment basis to Argentina 


and Brazil by Export-Import Bank, AOFC, and various private banking 
institutions. 


"4, We have been told that for a project in Brazil, Holland Bankers 
offered to finance for an American firm with a Dutch Plan and give 
extended payments of approximately 40 months at about 8% interest." 


* * 


"At the present time we are quoting a sizeable job for export 
where we have been told that the equipment will be bought on eleven year 
payment terms. W2 are convinced that we either have to quote the equip- 
ment this way or bow out.” 


** 


"Financing terms in the U. S. are less favorable than terms 
given by capital goods manufacturers of our type products in England, 
Sweden, Belgium, Austria, Czechoslovakia, and Germany. We have no direct 
information on the gource of finance in these countries, but we do know 
the German manufacturers are sending machines on consignment to Central 
and South America (i.e., Junkers of Germany). We also know of financing 
up to 10 years credit by various German manufacturers and we suspect that 
the German Government must be backing these types of consignment and 
credit terms. Our own attempts to obtain financing in the U.S.A. have 
failed due to: 1) the high cost involved when we do find an institution 


willing to discount, 2) the slowness in processing such an application, 
and 3) procedural cifficulties of Eximbank." 


*“* * 


“Our competitors from Europe, particularly Germany, are con- 
signing equipment to dealers in South America with up to five year terms-- 
in some instances, we know, as long as ten years on certain types of equip- 
ment. Certainly these manufacturers are not handling such consignments 
without getting government backing in one form or another." 


*e & 


"In our limited experience, we have discovered that the best 
terms we could offer were less favorable than those given by our foreign 
competitors. 


"We are manufacturers of heavy capital goods and quote on 
projects in excess of $1,000,000 with manufacturing time from 6 months 
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to two or three years. As we work on a modest cash capital, we must 
receive payments over duration of manufacture in addition to final 
settlement on delivery. 


"In regards to the terms extended foreign customers, we en- 
deavor to have substantial down and intermediate payments made during 
the manufacturing period plus settlement of balance on delivery of equip- 
ment. In two instances, last year, we lost two substantial contracts for 
productive equipment in Brazil because we could not meet the long terms, 
eight to ten years, given by our successful European competitors. We 
have tried to procure financing from commercial banks, investment houses, 
and Export-Import Bank for both customers, but were unable to do so, 
because of Brazil's economic condition. 


"The successful bidders, Italian, French, and German competitors 
were able to give long terms to the customers because of financial encour- 
agement by their governments. They could discount customer's obligations 
at their banks to procure required capital for processing of the contracts." 


"Recently a German competitor bid to a firm in India--asking 
for only 10% at time of shipment, balance over 10 years at 3% interest. 


"No such assistance is available to us." 


“Another company notes ‘Germany, Italy, Austria, France, and 
Denmark' have offered financing terms up to five years to Chile and 
Argentina, 3 years to Middle East countries. Company could not extend 
financing beyond maximum of 2 years with some resources through Eximbank, 
DLF or private commercial institutions." 


“A contract was recently signed between a German firm and the 
province of Tucuman, Argentina. ‘The contract involved a sale of 75 mil- 
lion deutschemark (or about $18 million). Payment terms were 'S years, 
the first 4 years only payment of interest, from the 5th year on amorti- 
zation.’ The company informing us of this arrangement goes on to state 
‘transactions of this kind in the Argentine from the European scene are 
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not unusual.' One company ‘recently made a rather large installa- 
tion in the Argentine.' They agreed to take revenues from the operation 
of the plant in payment for the machinery installed. This was Italian 
machinery." 


* et & 
Policy With Respect to Risk in U. S. Government- 
Sponsored Financing 

** 


"We understand that Exim may be playing too safe a game from 
a credit risk standpoint." 


“2 


"It is our experience that the requirements of the government 
agencies, as to financial strength of customers, are too strict. The 
customer with moderate strength does not meet standards for financing." 


** 


“On one or two occasions we have handled orders from South 
American plants that were financed through the Export-Import Bank and 
our relations and experience with it have been very satisfactory. How- 
ever, they only handle the ‘gilt edge' side of it so that it limits the 
business we can do in South America as compared to the amount we think 
is available there. With a little more liberal and reasonable export 
credit financing more business could be had for U. S. manufacturing 
concerns." 


** # 


“There are many ramifications for such a system but if a company 
who wanted to export their products could have some charge levied by the 
Export-Import Bank based on the amount of business they did in any one 
year and this would permit the relaxing of some of the tight controls that 
are now on foreign financing, it certainly would be helpful. I personally 
feel this should be something in which many companies would be interested." 


* *# & 
The Small Order Problem 


** 


"As a member of a Webb-Pomerene Association, we have contacted 
the Export-Import Bank and it seems as though a mere $100,000 financing 
is just a little small for this institution; and it takes too much time 
and too much red tape to process a loan through this organization." 


ene 
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"More often than not the credit allocation to a particular 
country is depleted before the ‘little fellows' get a hearing. For the 
most part, our foreign customers are ‘little fellows' too and there just 
doesn't seem to be a small loan department at Eximbank." 


"Our type of equipment is usually small in dollar value. We 


pelieve that anything under $100,000 is not considered important enough 
by Eximbank to even look into." 


*“* * 


"A few years ago, we had an inquiry involving credit of approxi- 
mately $70,000 to $100,000 with request for extended terms of payment. We 
took it up with the Export-Import Bank at that time and found that they 
had no interest due to the amount involved. In most cases our inquiries 
do not exceed $20,000." 


“ee 


"We have not applied because of the complexities of the infor- 
mation we believe required and the time element involved. Most of our 
financing involves relatively small transactions and it has been our 
feeling that we would not be able to furnish the necessary detail required 
in time to consummate the sale." 


Eximbank Documentation and Other Procedural Requirements 


“Applications processed far too slowly by Government organiza- 
tions thus discouraging their use; the information required is too volun- 
inous; detailed engineering required to substantiate project is beyond 
what should be required on existing plants which have operated successfully 
over many years, and when both the buyer and seller have recorded excellent 


records in the field; finally, the guarantees required to do business is 
not available." 
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“One of the reasons which makes the Export-Import Bank procedure 
laborious, cumbersome and not acceptable to certain overseas countries is 
the requirement for such a plethora of historical and other information. 

I am attaching a copy of a series of forms which we have developed for use 
by customers in an endeavor to conform to the requirements of the Export- 
Import Bank in submitting a detailed approach to them. I am frank to say 
that this requirement is misunderstood by a number of firms overseas who 
are creditworthy but who do not keep books in the same manner that we in 
the United States do and there is moreover a reluctance on the part of 
certain organizations to furnish such detailed data. 


"I have come to the personal (rather than official) conclusion 
that in order to negotiate one of these loans the best thing to do is to 
hire an independent consulting engineer, send him to a site overseas and 
have him prepare a comprehensive, voluminous and wordy report. When this 
cost is added to the cost of the products, we will lose the job, as we are 
facing serious price competition as well as credit competition from over- 
seas on capital goods, and from countries rehabilitated from our taxes - 
and such taxes provide Exim capital." 


*& 


"Customers are generally discouraged because they have to give 
us balance sheets and operating statements. This is true even if they 
are customers with whom we have done business on deferred terms for many 
years. 


"Financing through Export-Import Bank is a slow process because 
of having to get financial statements, and then waiting for the applica- 
tion to be processed. By the time an answer is received from Export- 
Import Bank, the order is lost to a foreign supplier or the custcmer 
changes his mind.” 


* ee 


"Inasmuch as the availability of an Export-Import Bank trans- 
action is conditioned not only on the financial but the political situa- 
tion...we invariably approach Exim to ascertain whether a certain country 
and a certain type of transaction can profit by an agreement in principle 
for financing. It is extremely costly to develop all of the information 
required by Exim for a detailed application only to have them say the 
transaction was not acceptable in principle... Because of the changing 
political atmosphere in the destination countries sometimes it takes 'too 
long' to get an acceptance of this kind." 


“en 


"I think that it would be helpful to have Export-Import Bank 
re-examine its method of granting credits by using the Exporter's 
experience with the customer in granting the credit." 


** & 
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"We submitted documentation to Eximbank upon one occasion for 
one of our South American distributors on our exporter line of credit but 
Bank insisted that additional local guarantees be furnished which was not 
acceptable to our distributor. Further, our customer and distributors 
are reluctant to prepare the voluminous data required by the Bank." 


“Export-Import Bank financing is highly desirable because of 
the 6% interest rate. However, the time required for arrangement of 
Exim financing is out of proportion. 


"A more streamlined and positive financing agreement is 
essential if we are to retain our present export markets." 


Availability of Advance Commitments in Principle 


* * & 


"This customer requires ninety day delivery, and of course, in 
order to go through the routine of obtaining approval from the U. S. 
lending agencies insufficient time would remain for us to build the 


equipment. If we were able to quote certain terms with reasonable 
certainty, as oe in our reply to question No. 7 of the Survey, it 
s possible we c obtain order. 


"The question which appears most often is whether or not the 
Eximbank can simplify its operation to the extent that quick decisions 
will be made. As you know, we very often are obliged to make a quotation 
indicating that the terms will be established according to the conditions 
of an Exim loan for which application is to be made. This type proposal 
is very often considered alongside proposals for England, Germany, 
Switzerland, France and other countries which offer definite terms of 
payment on lower priced machinery." 
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“We have gone to the Export-Import Bank and other private fi- 
nancing institutions and while financing has at times been tentatively 
considered, the lack of a definite commitment precludes developing 
negotiable positions for building confidence with the ultimate customer 
that financing on extended terms and at reasonable rates of interest can 
be done.” 


* ee 


"Negotiations with Export-Import Bank for capital goods of our 
class are made difficult by reason of the fact that after proposals for 
financing are submitted, the lead time for manufacturing may be as ex- 
tended as 15 to 18 months and the Bank does not see fit to assure us that 
the terms proposed at the time of negotiation will apply at the time of 
shipment which may be many months after closing the order." 


* eH 


Special Restrictions Applicable to cific Exim 
oducts or s Of Transactions 
+ + 


“Exim will not consider financing of oil equipment under trans- 
actions with state-owned monopolies abroad. Obviously the Europeans are 
not as squeamish about such projects. 


"This distinction is difficult to understand since loans of 
various sorts for general purposes are often made directly to Governments, 
thereby releasing capital for oil development purposes. 


"We can understand why U. S. capital should not be provided for 
oil exploration, but it is difficult to understand what distinguishes a 
refinery from other government interests such as steel-making and utilities 
for which financing is available." 


*  & 


"We are interested in sales of oil and drilling mchinery, 
supplies, and tubular goods. As we understand it, Export-Import Bank 
financing is not available in this country due to restrictions against 
oil and drilling equipment. 


"Our foreign competition is in Great Britain, France, Germany, 
Belgium, Holland, Italy, Japan, and Austria. Export credit insurance is 
available from Export Credit Guarantee Corporation in France by Copace 
and in West Germany by Hermes. This assistance given our competitors 
abroad enables them to finance on 3, 5, and 7 years.” 


* * & 
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"Among our products are oil field and pipeline valves. Eximbank 
does not finance sales to foreign government-controlled oil industries and 
commercial banks in this country are not able to take the risk. Our 
European competition for Latin American business, and, with the help of 
export insurance, is able to finance up to 5 years at rates of 5, 6, and 
7 per cent.” 


** 


"Our experience with U. S. vs. foreign financing specifically 
concerns @ major project involving over a million dollars of equipment 
to be used in a nationalized petroleum and oil production pipe line 
project. We were unable to secure Export-Import Bank financing due to 
the nature of the project (nationalized petroleum development) but through 
a subsidiary and a licensee in Europe, secured financing from Germany and 
Italy with credit insurance. 


* % 


"Within the past nine months I have made two trips to Argentina, 
at which time discussions were held with the production officials of 
Yacimientos Petroliferos Fiscales covering the application of our equip- 
ment to meet their requirements. During these two visits, I made exten- 
sive field trips of the producing oil fields in Argentina and observed 
that at least 90% or more of the pumping equipment installed in these 
fields is either of German, Italian, or of other foreign manufacture. 
Likewise, it was my observation that the amount of pumping equipment of 
U. S. manufacture installed in the Argentine oil fields is infinitesimal. 
Based on my ‘on the spot survey' of the Argentine oil fields, we are con- 
fident that the equipment manufactured by my company can compete with 
equipment of foreign manufacture from the standpoint of initial installa- 
tion cost, maintenance cost, production efficiency, etc. 


"The above information is given as background to the financial 
problem confronting the export of our equipment to Argentina. We are of 
the understanding that Yacimientos Petroliferos Fiscales will require 
assistance in the acquisition of our equipment in the form of a deferred 
payment plan covering a period of three to five years. In pursuing this 
financial problem, we were advised by a major United States commercial 
bank that the bank itself could not carry Yacimientos Petroliferos Fiscales 
paper nor could it participate in the financing of this paper with the 
Eximbank or the Development Loan Fund. In fact, we were advised to sell 
our equipment on the basis of a confirmed irrevocable letter of credit. 
In addition, we have contacted a financial association which is willing 
to carry a portion of Yacimientos Petroliferos Fiscales paper but ata 
high rate of interest. In essence, we find ourselves in the position of 
not being able to compete from a financing standpoint with foreign com- 
petitors. It is my understanding that German, Italian and other foreign 
manufacturing companies can and do offer long-term financing to the 
Argentine customer." 
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“Eximbank has refused to consider financing purchases of print- 
ing presses by foreign newspapers on the grounds that it feels the use of 
such equipment might have political implications--presumably might be 
used for propaganda purposes." 


** * 


"There are some restrictions against Exim financing of sales to 
construction contractors abroad as distinguished from credit policies of 
foreign competitor nations. It is our understanding that particularly 
where a contractor wishes to buy construction equipment for a particular 
project, Exim is reluctant to finance the transaction." 


* & 


Practical Significance of Line-of-Credit Program 


* & & 


"We carried a line of credit for three years and let it expire 
because the Export-Import Bank indicated that for products of our manu- 
facture, the line of credit was not really applicable. For the lines of 
credit so extended covered more particularly products and companies doing 
resale and warehousing and our capital goods do not fit the intent of the 
line of credit the Export-Import Bank offers manufacturers." 


**& 


"We have numerous times tried unsuccessfully to use Eximbank 
line of credit. They seem to be geared toward larger projects and larger 
dollar amounts when they are contacted; they are most discouraging, even 
though we were one of the first companies to receive Eximbank approval, 
and even though we have attempted to use it numerous times. We feel that 
the projects are not considered important enough by Eximbank, either in 
dollars or end use to warrant their approving credit on particular 
transactions. 


"Even though each year we have renewed our line of credit with 
Eximbank at considerable time and cost to ourselves in preparing the 
necessary information, and even though some of our dealers have gone to 
great pains in supplying Eximbank with their necessary financial data, 
nothing has ever materialized; so, you can understand why we do not feel 
that the Eximbank is set up to handle equipment financing of the type of 
products that we manufacture." 


** # 


"For some years, we had a line of credit, but red tape and delay 
has made impossible the obtaining of credit for our type of sales. We 
sell directly to the user and do not have a continuing business relationship 
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with him. By the time he is ready to buy and evidences a credit require- 
ment, we then encounter very long delays - too long in the eyes of our 
customers - to obtain credit facilities from Fx imbank." 


"We had a line of credit several years ago and it expired 
unutilized. We found it impossible to qualify any given sale for 
financing." 


"Except in rate instances, we have had no acceptances of our 
offers to customers to utilize our Eximbank line of credit. Usually they 
have been discouraged primarily by the demands for complete fiscal data 
on the prospective buyer, thus leading the prospective buyer to obtain 
funds from other sources rather than disclose the required information." 


Commerc ial Intelligence Problem 


"I think it can be safely said that the quality and availability 
of foreign commercial intelligence provided by the United States Govern- 
ment is good, so far as it goes, but not comparable to that generally 
available to our principal European competitors. 


"This is largely due to the fact that commercial intelligence 
has not been considered of prime importance by our missions abroad, who 
place more emphasis on the political rather than the economic reporting. 
Further, unlike the French and British representatives, particularly in 
latin America, our economic reporting is not generally done by men having 
business experience, and this is particularly true of the commercial 
attaches. There are always exceptions to the above statement, but a great 
many of us must rely upon our own spot investigations of our own repre- 
sentatives, rather than on the Embassy staff." 
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"In few instances where assistance requested, reply slow and 
information inadequate." 


** * 


"While some representatives are excellent, in general State 
Department officers are not sufficiently interested in promoting com- 
mercial activities." 


* * * 


"It is frequently found that commercial attaches, particularly 
in small embassies, are people without previous business experience and 
with little interest in understanding the problems of American business 
personnel. It is frequently a stepping stone in the State Department, 
and I believe the functions would better be performed by people with 
business interest, assigned by the Department of Commerce. There have 
been some cases in larger cities where commercial attaches have been very 
capable, but in almost every case it was a person with previous business 
experience." 


* ee 


"Have requested surveys to be taken through the Embassies and 
the Department of Commerce jointly. In most cases have run into opposi- 
tion from the Department of Commerce as 'too expensive'. Extremely 
important special surveys have been requested and denied. Too much time 
required in compiling effective trade list of possible consumers or busi- 
ness after being requested at the Department of Commerce. 


"Iack of cooperation from Department of Commerce in obtaining 
marketing information, surveys, export data, possible leads. Long delays 
in obtaining ‘trade lists'. lIack of stimulated interest at sufficient 
level in each or, most American Embassies. There are some big exceptions 
to this, however, there is a greater need for rules liberalizing the 
Department procedure between Department of State and Department of 
Commerce. Much greater cooperation is needed." 


*# 


"Due to lack of knowledge and cooperation on the part of Consular 
Officers our men travelling outside USA seldom bother to make contacts.” 


*e# & 


"This is a qualified no, because Commerce Department officials 
are limited by the law and regulations, beyond which they cannot extend 
themselves. On all occasions, we have found the Commerce Department 
cooperative, sympathetic, but with their hands tied to offer any solu- 
tions. We have had no experience with the U. S. State Lepartment.” 


“** & 


FOREIGN COMMERCE STUDY 215 


"It is more important to note that our foreign sales efforts 
are just as competitive (if not more so) than domestic promotion. It 
is disheartening at times to compete with Europeans, say in the South 
American market, and to find that they have the edge because of the 
splendid job which their national commercial attaches do. Through the 
efforts of these men, they seem to be able to obtain reliable credit 
information which gives them a superior position in negotiations and, 
at times, to gain entrees not available to us. Very frankly, we feel 
that the up-grading of American commercial attaches may be one of the 
most constructive things that could be accomplished." 


*% * & 


"We find that the commercial officers in the U. S. Diplomatic 
and Consular Corps try to be extremely helpful but seem to lack the ade- 
quate commercial background to be able to give us answers to questions 
which we have in mind when we are taking trips abroad." 


** 


"During the period 1947 to 1957, I spent approximately four to 
eight months per year traveling outside the continental limits of the 
United States in the interest of re-establishing and re-habilitating our 
overseas business. I still make one or two trips a year and am leaving 


March lst for a six-weeks swing through the South Pacific and back up 
through the Orient. 


"During these years I have contacted our commercial officers 
in countries everywhere (probably more than 70 of them) and the quality 
and character of our commercial intelligence and ‘assists’ for the United 
States businessman vary widely. Some commercial officers will work with 
you closely and effectively---in the case of others you will soon find 
yourself in the hands of one of the 'stenographers' or office help with 
a wad of World Trade Directory Reports in your lap. While the help 
accorded you varies widely with the individual (as in all walks of life) 
it varies much more widely with the training and background of the com- 
mercial officer. Those who actually have a ‘commercial training' vs. 
‘diplomatic interests' are generally very effective. Those with pure, 
let us say, ‘State Department interests and background', are usually the 
least helpful. Obviously there are exceptions to every such statement, 
but this is generally true a 'good share of the time'. 


"Likewise, there is the matter of commercial intelligence 
solicited by the medium of correspondence. Here again, some of the per- 
sonnel will work vigorously to assist you---while others will refer you 
to a trade list which can be procured from your local Department of 
Commerce for $1.00, etc., etc., ad infinitum. The latter situation is 
not a rarity---it rather occurs in far tco high a percentage of the cases 
where help is solicited. 
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"The assistance accorded export minded business men at the 
level of the local office of the United States Department of Commerce 
is excellent. The trade advisors here are always anxious to help and 
do their utmost to assist in every way possible. Likewise, I have made 
frequent trips to the Department of Commerce in Washington and received 
splendid, enthusiastic help there. But, as previously stated, the work 
out in the field--in the various embassies and consulates is far too 
divergent in quality--and after some years it has been my observation 
that the best help comes from those who have commercial training and 
are commercial minded. The pure ‘State Department man' is seldom effec- 
tive in the role of commercial attache or similar activity. 


"One closing comment! The World Trade Directory Reports as 
provided by the Government have been very widely used by our company. We 
consider them an excellent source of information; first, because the 
material therein is seldom prejudiced! We also use reports from banks 
and commercial sources, but we find that very often local banks and other 
such institutions have a 'position' on a particular matter and their com- 
ments are often unwittingly 'slanted'! The World Trade Directory Reports 
have a uniformity about them which is helpful and we have learned to use 
them with confidence. 


“The World Trade Directory Reports, however, have one failure! 
The service is very slow. If the material happens to be on file they are 
often whisked back in as little as three weeks-- more often they require 
30, 40 to 60 days (in a few cases as much as three or four months). For 
this latter reason, very often the problem confronting us has been re- 
solved before the data is in hand.” 


* * 


"I have experienced a lack of knowledge of commercial require- 
ment on the part of commercial officers in the U. S. diplomatic and 
consular posts and in some instances an unwillingness to make any effort 
to be of any real assistance. As ea result of unsatisfactory experience 
with commercial officers, we...make no effort to contact commercial 
officers at foreign posts as we find other means of obtaining the 
necessary information." 
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Note to Appendix B 


As previously indicated, this appendix, consisting 
of quotations from MAPI's survey responses, is designed 
to document the principal statement and to illustrate 
on @ case basis some of the problem areas, procedural 
difficulties, and gaps in our export credit structure 
to which we have referred. It is only fair to recognize 
that, as our principal statement indicates, the Export- 
Import Bank and to a much lesser extent private insti- 
tutions have extended assistance ina large number of 
cases. Successful utilization of Eximbank facilities 
could also be documented if we were to set down affirm- 
ative testimonials. 


It is not our goal, however, to present through this 
appendix a completely balanced critique or evaluation of 
the Bank's over-all activities, but rather to concentrate 
our efforts on the inadequacies in our export credit 
structure. Indeed, as our principal statement points 
out, the over-all function and the over-all contribution 
made by the Export-Import Bank are to be commended. 





bo 
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September 4, 1958 


AIDE-MEMOIRE CONCERNING THE DISCUSSION OF AUGUST 12 BETWEEN 
“MEMBERS OF U. S. STATE DEPARTMENT AND REPRESENTATIVES 


OF PETROLEUM EQUIPMENT MANUFACTURERS 


On August 12 representatives of petroleum equipment manufacturers 
met with officials of the U. S. Department of State to discuss the financ- 
ing . weaned devesopnent in Latin America. ey 

abBood eexbmembos xbhoy bd This memorandum is 
danke to serve as a sumarization or the natasha, points raised by the 
industry participants during the meeting; it does not purport to represent 
formal policy reccrmendations. No attempt has been made to report the views 
of those government officials attending beyond restating what has been long- 
standing U. S. policy in the particular area under discussion. 





Present U. S. Credit Policy 


The conference began with an examination of current U. S. policy 
with regard to financing petroleum development ebroad. It was agreed that 
it has been the policy of the United States government in general, and of 
the Export-Import Bank in particular, not to grant export financing for 
equipment being purchased for the petroleum industry abroad, either public 
or private. This policy hes been extended broadly to all phases of the 
petroleum industry including exploration, production, transportetion, refin- 
ing, and marketing facilities as well as such related areas as petrochemical 
production. 


The policy stems from the application of the basic criterion that 
the United States Government--particularly the Export-Import Bank whose 
statutory authority so provides--shall not compete with private capital, 
and is based on the premise that private capital in sufficient amounts is 
readily available for petroleum development anywhere in the world./1 


A further consideration underlying the present policy is the sheer 
magnitude of the capital requirements for oil development. It has been 
estimated that the amounts ultimately required for even a few countries such 
as Argentine, Brazil, and Mexico would substantially exceed the funds cur- 
rently available to the Export-Import Bank and the Development Loan Fund. 
Moreover, even a limited diversion of the funds currently appropriated for 
these lending institutions to oil development would, of course, reduce the 
emounts available for other important areas of economic development. 


1] This policy apparently does not preclude the granting of large scale 


loans to assist those nations faced with critical exchange difficulties 
occasioned in large measure by substantial petroleum and gasoline 
imports. See page 8. 
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It was noted that this policy has been in effect for a considerable 
number of years. Thus, despite a few exceptions during the early years in 
the case of PEMEX in Mexico, the policy has become so firmly established or 
at least so unquestionably accepted at all administrative levels of the 
Export-Import Bank and other lending institutions, that every exporter 
credit application in this area, regardless of the merits of the particular 
case, has been perfunctorily rejected on the basis of "long established 
policy." 


On the other hand, the United States Government has not pursued 
a policy of refusing to finance foreign government-owned facilities per se-- 
even those segments of the economy which in this country have traditionally 
been left to private enterprise. Thus, for example, loans have been made 
to foreign governments for such items as steel mills, power plants, rail- 
roads, cement mills, coal mining, commercial aircraft, and food processing. 


The preclusion is, therefore, restricted to the petroleum area 
itself--both private and government-owned--the sole criterion apparently 
being availability of private funds. 


Preliminary Observations of the Industry Representatives 


It was suggested at the outset by the company representatives 
that any U. S. foreign economic policy which is so inflexible by nature and 
of such far-reaching import for our own hemispheric relations as well as 
the economic welfare of our Latin American neighbors deserves continuing 
and the most careful reappraisal. It was encouraging to note, therefore, 
that those officials of the State Department responsible for studying and 
guiding U. S. policy in this area were interested in exchanging views and 
experiences with representatives of an important segment of an industry so 
vitally concerned with this policy. With this in mind, a number of observa- 
tions were made concerning recent developments which in the opinion of the 
company representatives underline the necessity for a re-evaluation of policy. 


Before proceeding to an enumeration of these considerations, 
however, several preliminary observations were made concerning the basic 
criterion itself. 


Availability of private capital.--Inasmuch as the policy of non- 
assistance has always hinged on the assumption that adequate private capital 
was available and that any government assistance would be in direct competi- 
tion with private institutions, any reappraisal should begin with an examina- 
tion of this premise. While private capital is undoubtedly available on its 
own terms, at least for certain projects, it would seem appropriate to ask 
whether this alternative is realistic in light of local political considera- 
tions. If not, the question immediately arises whether the statutory pro- 
hibition previously referred to precludes U. S. Government assistance to 
those sectors of the economy which local democratic governments have deter- 
mined are not open to private capital. 


Moreover, the es industry is a broad one, Ss<eiecebart 
Tse a .. It involves many different opera- 
tions, each with its ow characteristics and elements of financial risk. 
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If one puts aside as a reasonably unlikely alternative the granting of 
concessions to private oil firms for vertically integrated operations from 
oil exploration through marketing of the refined product, one must examine 
the rationale of our present policy in terms of each individual country, 
each segment of the industry, and indeed each project. Where either the 
financial rewards are inadequate to attract venture capital or such capital 
is effectively barred by strongly rooted national principles, in many cases 
firmly established by the laws of the host country, the question remains 
whether our present inflexible policy does not prevent those rezponsible 
for our lending operations from examining each project on its own merits and 
facilitating the maximum degree of cooperation between private and govern- 
ment credit sources. 


Scope of assistance.--As already noted the amount of capital which 
ultimately may be required to develop fully the petrolewm resources of 
Latin America alone will be substantial. While it was not the purpose of 
this meeting either to discuss the possible magnitude of these funds under 
varying situations and their potential sources, or to attempt to evaluate 
the relative merits of assistance as between the petroleum sector and any 
other sector of the economy, two observations are in order. First, it was 
the firm conviction of the company representatives that there is no justifi- 
cation on the grounds that the amcunt of capital that might ultimately 
be required exceeds the currently available Export-Import Bank resources for 
failing to consider the elimination of the present discrimination against 
petroleum and the adoption of a more realistic case-by-case approach 
comparable to that followed in the other economic sectors. In the years 
ahead such a policy would indeed preclude assistance to many areas of the 
world's burgeoning industriel development. Second, the adoption of a more 
realistic approach may contribute toward bringing about greater total capital 
participation--both private and public--than might otherwise be obtainable 
and thus serve to place the broader problem of ascertaining the scope of 
assistance and possible sources of funds into sharper focus. 


Recent Developments 


Having examined the policy itself, and the need for an immediate 
reappraisal, the discussion turned to some developments which in the opinion 
of the company representatives should be considered in any reappraisal. 


Current Attitudes in Argentina, Brazil, and Mexico 


Specifically involved are certain countries in Latin America in 

which the governments, presumably reflecting in some degree public opinion, 
believe that not only do the subsurface resources belong to the State but 
that it is the proper function of the State to develop these resources for 
its people. "Petroleo e nosso," “the petroleum is ours," has been a nation- 
ealistic slogan and rallying cry in Brazil and elsewhere in Latin America. 
In other words, these nations reject the principle of private development on 
concession or private leasehold bases--systems which have been so effective 
in the development of oil resources in the Near East, Venezuela, and in the 
United States and Canada. 
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While it has never been the official policy of the United States 
to force or even suggest that any of these countries abandon their self- 
determined national policies in this area, the policy of precluding finan- 
cial assistance frequently has been interpreted as an attempt to achieve 
this by indirection. There is no question that many responsible officials 
in this country in both government and business have assumed that this 
particular form of nationalism would wither away or at least lose its appeal 
in the face of financial necessity and insufficient progress. This appar- 
ently has not happened, at least to the degree anticipated. 


Despite the obvious success of private oil production throughout 
the world and the tremendous capital rescurces of private enterprise in this 
area, there is evidence of continuing popular political support in such 
countries as Argentina, Brazil, and Mexico for the decision to nationalize 
the oil industry. Thus, no matter how justified the observer may be in 
wondering what good purpose public ownership serves when the resource in 
question lies untepped in the ground, the popuwar sentiment in these coun- 
tries for national ownership, at least in the experience of the company 
representatives attending this meeting, is apparently strong and lasting. 


Argentina.--The recent dramatic developments in Argentina bring- 
ing substantial participation by private enterprise into the oil explora- 
tion and production area, while indeed promising and pointing the way to a 
possible broader solution of the problem, do not alter the basic national 
outlook of that country. It must not be overlooked that even in Argentina, 
where years of bureaucratic strangulation under the Peron regime all but 
immobilized Y.P.F., a democratically elected government could not afford to 
abandon the basic principle of nationalized oil development. President 
Frondizi in announcing this move felt required ic stress the fact that no 
concessions have been granted and that the oil produced under the proposed 
contracts will be for the sole use and benefit of the Argentine people 
through the facilities of ¥.P.F./1 Developments which have occurred in 
that country since our meeting serve only to underline this conclusion. 


Brazil and Mexico.--In Brazil and particularly Mexico there is no 
outward evidence of a willingness to compromise national policy beyond what 
has already been done, although one would hope that inflexibility in such 
matters is never perpetual when sound alternatives can be found. 


Foreign Assistance is Being Sought 


Critical need for expanded production.--Regardless of the political 
motivation and popular support for the decision to place the responsibility 
for oil development within a government agency, the fact is apparently being 


1/ It should be noted, however, that under the agreements which have been 
made public thus far the drilling contractors will participate in the 
profits arising from their production and in this sense the agreements 
fall somewhere in between the typical concessions of the past and 
straight drilling contracts. 


56472 O—60 15 
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faced by at least two of the important countries concerned, specifically 
Argentine and Brazil, that much greater strides must be made than hereto- 
fore to reduce imports of petroleum and refined products in order to meet a 
deteriorating balance-of-payments situation. This has caused the govern- 
ments in these cases to proceed as fast as they can within the self-imposed 
restrictions of public policy to become self-reliant with regard to oil and 
gasoline consumption. In approaching these formidable tasks they have run 
into two major problems--the lack of technical manpower and know-how, and 
the lack of adequate capital to finance the sizeable equipment requirements 
for all phases of their ambitious programs. 


Further technical help required.--With regard to the matter of 
technology this can "ean undoubtedly be overcome if there is a willingness to 
contract for outside talent to train local personnel. It was the consensus 
of those present at this meeting that all of the governmert-owned facilities 
had made great strides in improving their technical competence largely 
through the hiring of highly trained U. S. and European supervisory personnel. 
Thus, there are many indications that this matter is being effectively re- 
solved and that due to a realistic awakening to the necessities of the situa- 
tion the government-owned petroleum factiities are rapidly being placed on a 
more professional and businesslike basis further removed from the political 
arena. It will be recalled that President Frondizi placed great emphasis 
on this point in his recent address. While much remains to be done in this 
area if the ultimate job is to be done effectively, it is clear from the 
contracts made public thus far that considerable technical help would be 
available if the experience of the oil industry were sought through con- 
tracts similar to that recently negotiated in Argentina. 





Concern was noted, however, over the fact that the Soviet bloc 
offers of assistance in both Argentina and Brazil imply considerable techni- 
cal assistance which, based upon experience elsewhere in the world, vresumably 
surpasses the actual requirements of the project and could lead to serious 
long-range security and propaganda results for both the host country and the 
United States. 


Credit requirements.--The second obstacle is a far more serious 
one. With recourse to financing in the form of private oil concessions 
being at the moment politically impossible, and recourse to the Export- 
Import Bank and other financing institutions of the United States as well 
as the I.B.R.D. being precluded by current lending policies, these govern- 
ments have sought credit from (1) U. S. suppliers of equipment and crude oil, 
(2) equipment suppliers in Western Europe backed by government export credit 
institutions, and (3) the Soviet bloc. Finally, as noted earlier, in the 
case of Argentina, assistance has been obtained by the government, at least 
for oil exploration, from a fourth source and the most logical one--the 
petroleum industry itself. Each of these sources has provided some 
assistance and indeed the latter of these promises to make a substantial 
contribution to the problem. 
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Let us take these potential sources of credit and assistance in 
order. First, U. S. equipment manufacturers themselves are not in a position 
to assume the financing of the sale of their equipment on any large scale. 
Indeed, they are already participating to the maximum degree to which their 
working capital will permit and as already noted they have no recourse to 
either the Export-Import Bank or the commercial banks. Some of these com- 
panies, of course, have been able to supply the equipment from their European 
affiliates with the assistance of government credit facilities available in 
the country of manufacture. But while this succeeds in partially meeting 
the needs of our Latin American neighbors as well as providing some ultimate 
benefits to the stockholders of the U. S. company, it does not create jobs in 
this country nor does it contribute as directly to acceleration of techno- 
logical advance in U. S. industry. 


Further, there are obvious limitations on what U. S. suppliers of 
crude oil can be expected to provide in the way of credit to assist in the 
erection of refineries and other petroleum facilities. Nevertheless, the 
credits recently offered Petrobras by two of the larger U. S. petroleum 
producers for refinery facilities are noteworthy examples of the willingness 
of the U. S. petroleum industry to participate financially with foreign govern- 
ment-owned operations to their mutual benefit on some basis other than conces- 
sions or contracts for oil production. 


Second, other major equipment producing countries of the world have 
offered and continue to offer long-term credit in substantial amounts for 
equipment and engineering being offered by their nationals. It may be ex- 
pected that this source of assistance will not only continue but will expand. 


Third, offers of Soviet bloc assistance are relatively recent, but 
they are significant both in amount and timing. 


Finally, the recent contracts for which letters of intent have appar- 
ently been signed in Argentina suggest that a means can be found to attract the 
vast resources of the petroleum producing industry on terms acceptable to the 
local government--at least in Argentina. 


Notwithstanding these various sources of capital and credit there 
is no evidence, even in Argentina, that sufficient capital is currently avail- 
able except through foreign government assistance on the part of Western Europe 
and the Soviet bloc for the erection of refining, transportation and distribu- 
tion equipment, and other equally important ancillary facilities as well as 
much of the exploration and drilling equipment itself. The issue, therefore, 
is not entirely a question of private vs. government assistance. Rather it 
is one of whether the much needed equipment will be provided by the United 
States, Western Europe, or the Soviet bloc. In view of the fact that most of 
the financial assistance being offered involves foreign equipment there is 
little likelihood under present U. S. policy that much U. S. manufactured equip- 
ment and technical know-how can be made available despite the evidence of 


preference of the prospective purchasers for American engineered and built 
products. 
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Soviet bloc assistance.--The present U. S. policy was first adopted 
when there was no likelihood of alternative assistance being profferred from 
war-ravaged Western Europe, let alone the Conmunist bloc. Today in the midst 
of what is becoming an increasingly evident economic war, the Soviet bloc 
has been able to achieve a disproportionate degree of good will and influence 
by concentrating its offers of assistance in those economic sectors in which 
the United States has not participated. These offers of assistance present 
many extremely difficult problems, and in the case of commodity purchases 
and barter where wool, copper, and similer items in oversupply are involved 
there is no easy solution. In the case of petroleum equipment, however, the 
limitations of U. S. assistance are self-imposed. 





Hemisphere Cooperation 


Recent months have seen increasing insistence on the part of the 

Latin American states for the creation of some form of resional international 
development fund or bark to Ceal with the economic development of the Western 
Hemisphere. The United States as a participant in such an organization can 
expect to confront the problem of petroleum once again. Moreover, some solu- 
tion or understanding acceptable to the organization as a whole will have to 
be reached if the contributions which could be expected from such regional 
economic cooperation are not to be largely wasted in certain countries. 


Further Considerations 


Present conditions and attitudes suggest that such states as Argen- 
tina, Brazil, and Mexico will seek some form of solution to their petroleum 
problem without abandoning their basic predilection for State ownership. This 
is not to discount the important role that private capital has, can, and may 
be expected to play in developing the petroleum resources of these countries 
as well as the Western Hemisphere as a whole. Nevertheless, the U. S. govern- 
ment must undertake a realistic reappraisal of the current situation in the 
light of the developments referred to above. The following additional consid- 
erations were mentioned by the company representatives as further pointing to 
the need for a change in U. S. policy. 


1. The more rapidly the major industrial countries of Central 
and South American can diminish their reliance on fuel imports, 
the more rapidly they will be able to solve the critical 
balance-of-payments difficulties which currently face many 
of them and which require the United States to grant what 
amounts to bail-out loans periodically. Thus, in effect, 
the United States is already assisting these countries to 
follow their chosen course of action, but is doing so by 
indirect means. 


2. By the same token increased fuel supplies and greater avail- 
ability of foreign exchange for other products would serve 
as @ strong inducement for further private capital invest- 
ment in this geographical area. These would not only aid 
in strengthening the economy of these countries but contrib- 
ute to greater political stability as well. 


3- 
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To the extent that our Latin American neighbors may have to 
seek help outside the Western Hemisphere the United States 
can expect to lose influence in about the same degree. It 
would, of course, be disastrous to the United States if 

these nations should seek and obtain large scale assistance 
from the Soviet bloc for any sector of their economy so 
important as the petroleum industry. Moreover, from a 
purely commercial standpoint U. S. suppliers are reluctant 
to allow excessive European and Japanese influence to Gevelop 
in what has traditionally been considered our own back yard in 
any particular sector of the economy. 


Finally, long-range security considerations must not be over- 
looked in this assessment. As developments throughout the 
world have demonstrated in recent months, the United States 
needs once again to re-assess the oil reserves which will be 
available to her in times of critical need. Moreover, in 
light of increasing fuel demands throughout the Western 
Hemisphere and the steady decline in our own petroleum 
reserves the United States must insure that all reasonable 
efforts are made to discover and develop all possible oil 
reserves in this hemisphere. 
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MAJOR PROBLEMS AND OPPORTUNITIES 
IN CAPITAL GOODS MARKETING 
DURING THE DECADE OF THE SIXTIES 


Notwithstanding the current reappraisal of the 
business situation, the consensus still remains that 
the decade of the sixties will witness tremendous 
growth in our economy, based to a large extent on a 
swifter pace in the introduction of new and improved 
products and new advances in productive methods. 
This, however, provides no ground for complacency. 
There remains the implementation of such forecasts 
in the individual business firm by finance, engineer- 
ing, production, and marketing in an environment of 
intensively competitive markets. Being dynamic in 
character, these markets constantly require new 
methods and techniques to serve them. This issue 
of the Review is directed to a discussion of the major 
problems and opportunities in capital goods mar- 
keting over the next decade. 


FOREIGN MARKETING 


For a number of years capital equipment exports 
have comprised the largest single category of mer- 
chandise shipped from the United States. Equip- 
ment exports totaled $4.2 billion in 1958 and $4.0 
in 1959. Data available on U. S. direct investments 
in manufacturing facilities abroad for the year 1958 
show that the value of such investments amounted 
to $8.5 billion, more than double its level in 1950. 
New investment in manufacturing in 1958 totaled 
almost $600 million. These data are given to estab- 
lish the fact that what we are talking about here 
constitutes a large volume of business, and business 
with a great growth potential. 


On the other hand, there would seem to be little 
doubt that severe competition from abroad in both 
domestic and foreign markets will not only continue 
into the 1960’s but is likely to increase. For ex- 
ample, with respect to foreign competition in the 
domestic market, there is strong indication that the 





We are glad to welcome as guest editor of this 
issue Richard R. MacNabb, MAPI Secretary and 
Economist, who has written the provocative article 
below. 


The author wishes to acknowledge his indebted- 


ness to discussions of the Institute’s Marketing and 
International Operations Councils for a number of 
the concepts presented. 


GEORGE TERBORGH, 
Editor 


U. S. machinery position has worsened, although the 
trade balance remains favorable. Machinery im- 
ports expressed as a percentage of exports have 
moved from 2.4 per cent in 1947 to 8 per cent in 
1953 and 16.7 per cent in 1959. The reason for 
this trend is obvious: First, it can be assumed that 
high wage and fringe benefit costs in this country 
will continue. Second, 2 new factor favoring foreign 
competition is the adoption of large-scale mass-pro- 
duction techniques abroad which are now made pos- 
sible by the formation of large marketing areas such 
as the Common Market and Free Trade Area. 
These two factors in combination are likely to offset 
any reasonably projected increase in foreign wage 
levels. Thus the comparative disadvantage of U. S. 
industry where labor costs are a relatively high pro- 
portion of total cost is likely to continue in the near 
future. 


To some extent the competition in foreign mar- 
kets—and in the U. S. domestic market as well— 
will be met by U. S.-owned companies located abroad 
or operating under licensing agreements with foreign 
producers. These changes will at the minimum mean 
that the marketing organizations of U. S. companies 
need to be re-examined in light of these new con- 
ditions. 
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Increased Scope of Marketing Function 


Some of the changes that will be required in 
marketing organizations are briefly as follows. The 
oft-spoken-of “marketing concept” which stresses the 
totality of the marketing approach within the com- 
pany, and of which we will say more later, must 
also mean totality of marketing throughout the world 
rather than being limited to the domestic market 
This of course raises the question of providing a 
marketing organization that will be able to sell prod- 
ucts produced in company plants located in various 
countries throughout the world in both foreign mar- 
kets and the U. S. domestic market. Sales and pro- 
motional techniques must be attuned to the demands 
of both these markets. It may mean, further, ac- 
commodating foreign licensing, subcontracting, and 
other such arrangements in the marketing structure. 


Turning to still another phase, these changes will 
require increased market intelligence with respect 
to foreign markets and therefore a reorientation of 
what currently in many companies is purely a domes- 
tic market research organization. Information and 
data on foreign markets today are poor for most 
areas and nonexistent for others. When products 
were simply shipped abroad, this situation was per- 
haps tolerable; now that our goods must be sold 
abroad, these gaps in commercial intelligence may 
cause present markets to be lost and potential mar- 
kets to be overlooked. 


Since these and other functions that might be 
listed are all relatively new—at least to many capital 
goods firms—it is clear that they present new chal- 
lenges and opportunities for marketing personnel. 


MARKET RESEARCH AND NEW PRODUCT 
DEVELOPMENT 


In the next decade we are certain to reap the har- 
vest of the tremendous expenditures for research and 
development made during the 1950’s. From this it 
follows that the role of marketing personnel in de- 
termining market potentials for new products, in 
contributing to the adaptation of these products to 
those markets, and in promoting and selling those 
products will be more important than ever before. 
Whether the research and development expenditures 
result in a “technical wonder” with no market pos- 
sibilities or in a product that increases the profita- 
bility of the company will be a key question occur- 
ring much more frequently than it has in the past 
Further, it is a marketing problem of much greater 
magnitude when an entirely new product is intro- 


duced (as should increasingly be the case) as con- 
trasted to adding some gimmicks to an old one. 


By the same token, technological changes are 
causing tremendous shifts in markets. Research and 
development is not only producing new products but 
new applications for established products. Product 
lines are being crossed within industries and between 
industries. This latter point—inter-industry as con- 
trasted with intra-industry competition—may be the 
most significant development of all in this connection. 
For example, the inter-industry competition in metals 
for new as well as established markets has reached 
a point where it is currently being described as a 
“battle of the metals.” This is but one illustration 
of the revolution in markets which is taking place 
not only through the introduction of new products 
but in new applications of existing products 


Not only are new markets being discovered, but 
present markets in some instances are withering 
away. There is, of course, no point in concentrating 
sales and promotional activities in rapidly declin- 
ing markets when better alternatives are available. 
Marketing personnel therefore must be alert to these 
shifts and must be flexible enough to help identify 
and take advantage of the new markets even though 
in some respects they may be entirely strange to 
present company operations. 


This emphasis on new and changing markets 
means, of course, that a prime requisite of the mar- 
keting man will more than ever be imagination, and 
that proportionately less emphasis will be put on 
routine applications of standard market research 
teehNiques to given products and markets. 


SELLING ENGINEERING KNOWLEDGE 


The capital goods industries are increasingly in 
the business of selling highly specialized applications 
of engineering knowledge. Much remains to be dis- 
covered about the techniques and channels of mar- 
keting such engineering knowledge. The sales force 
of the capital goods manufacturer often must assume 
the role of an “industrial equipment analyst.” At this 
point, suffice it to say that the individual member 
of the sales force is much more likely to be called 
upon frequently as an “engineering economist” than 
has been the case in the past. Similarly, the post- 
sales problems involved in applying engineering 
knowledge and methods are sometimes as demand- 
ing as initial pre-sale negotiations. 


There is, however, a much more important con- 
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sideration than this. Current lack of emphasis on 
engineering knowledge as the end product—or at 
least as a major component—has led to a failure 
by capital goods firms to recover engineering costs 
in two situations: 


1. Proper evaluation of cost. In those cases 
where sizable production runs are not pos- 
sible, as of course is frequently true of the 
job-shop operations characteristic of the 
capital goods industries, unless the market 
is convinced of the contribution made by 
the capital goods producer in engineering 
knowledge and thus takes into consideration 
engineering costs, the capital goods producer 
is liable to recover only a part of his total 
cost. Clearly, to recover total costs it will 
be necessary to get away from the tradi- 
tional concept held by capital goods cus- 
tomers who, as a rough guide, measure the 
value of equipment in terms of so much 
per pound. 

2. Preparation of bids. There is also the ne- 
cessity of recouping the cost involved in 
preparing bids. Varying of course with the 
size of the contract, it is not unusual for a 
company to spend amounts running into five 
figures in preparing such bids when obvious- 
ly only one of the bidders will be able to get 
any return at all. While this will no doubt 
sound farfetched in terms of traditional prac- 
tices in the capital goods industries, it may 
well be that, as the specifications for equip- 
ment grow more and more complex and 
engineering proposals grow correspondingly 
if not proportionately costly, such estimates 
should be paid for much as an architect 
receives compensation for drawing up plans. 


Beyond these two cases, we repeat, it well be- 
hooves the capital goods industries to present an 
“industry image”—to use a means of expression 
common today—which depicts them as selling highly 
specialized applications of engineering knowledge. 


THE REPLACEMENT MARKET FOR CAPITAL 
GOODS 


Expenditures for modernization and replacement 
over the next decade will continue to represent a 
substantial part of the capital goods market. In 
fact, the proportion of the stock of plant and equip- 
ment in the upper age brackets (defined as over 


thirty years of age for plant and over ten years for 
equipment) has been rising during the past five 
years, slowly for plant and rapidly for equipment. 
Further, the amount of stock in these upper brackets 
has been rising fast for both categories, but sensa- 
tionally for equipment (the five-year increase being 
56 per cent).' 


This potential for vigorously expanding replace- 
ment requirements presents increased opportunities 
for concentration on selective selling to this market 
The organization of well-planned sales programs 
for specific target areas, supported by selective ad- 
vertising and promotional campaigns, provides new 
challenges for effective marketing. In this connec- 
tion it may be noted that equipment replacement 
business frequently requires more intensive and so- 
phisticated selling than meeting an expansion re- 
quirement already determined by the customer. 


FINANCING CAPITAL GOODS 


In many areas in capital goods marketing it is 
becoming necessary for the producer to participate 
in financing the sale of capital goods. This of course 
has been the practice for a good number of years 
through deferred-payment plans, etc. Recognizing 
this trend, it would seem important that such finan- 
cial devices and techniques as leasing of industrial 
equipment and the use of captive finance companies 
should be reviewed in light of marketing considera- 
tions. In still another area, the financing of exports 
through export credit facilities—private and govern- 
mental—should be similarly reviewed from the mar- 
keting point of view. In fact, financing frequently 
is crucial in foreign sales of capital goods, for the 
extension of credit is a central selling problem. 


Depending upon the nature of the product, com- 
pany resources, and many other considerations, 
these techniques may or may not be appropriate in 
the individual case. The important point, however, 
is that in a great number of instances they probably 
will not even have been considered from the mar- 
keting viewpoint. For example, heretofore discus- 
sions of lease arrangements have almost exclusively 
been handled by, and:in terms of, financial personnel 
and tax attorneys. Similarly, captive finance com- 
panies frequently have been overlooked as a market- 
ing tool since management has considered itself to 





‘For a detailed analysis of the age composition of the 
national stock of capital goods and changes therein over 
time see “Changes in the = Composition of the Stock of 
Business Capital Goods,” Capital Goods Review No. 40, 
December 1959. 
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be in the “manufacturing” and not the “financing” 
business. 


This emphasis upon leasing is not meant, of 
course, to suggest that this or any other technique 
is a panacea. The point is rather that it will become 
necessary to emphasize the marketing approach to 
the financing of capital goods in order that these 
techniques will be used to their best advantage in 
promoting opportunities for the sale of capital goods. 


MARKETING COSTS 


As production becomes more automatic, produc- 
tion costs will become more determinable and per- 
haps even smaller in magnitude. For both of these 
reasons control of marketing costs and maximization 
of the payoff from marketing expenditures are be- 
coming increasingly important to the business man- 
ager. The first problem he faces is one of identifi- 
cation of such costs—currently even a commonly 
accepted set of cost accounts making possible com- 
parison of a company’s marketing costs with those 
of other companies manufacturing similar products 
would be useful as a first step toward such control. 
Once such a set of accounts is established—and 
generally accepted—and the data become available, 
it will then be necessary to go on to the develop- 
ment of techniques which would, for example, meas- 
ure more precisely the effectiveness of advertising 
expenditures. 


Beyond this, of course, there are considerations 
of different channels for marketing goods such as 
direct versus indirect sales, alternative methods of 
sales compensation, etc. Basically, what is needed 
is to put the same spotlight on marketing costs that 
for so many years has been focused on production 
costs. 


THE “TOTAL MARKETING” CONCEPT 


There is one point in connection with the “total 
marketing” concept that perhaps deserves some em- 


phasis. It is perfectly understandable that as a first 
approach to marketing problems a company will 
engage in marketing research. However, this has 
led at times to such preoccupation with research 
techniques that frequently research is done for the 
sake of research itself rather than for the end result 
Further, it has meant underemphasis—or worse, no 
emphasis at all—on such marketing activities as 
distribution channel analysis, product planning and 
development, advertising and promotion, and the 
broader problems indicated earlier in this discussion. 
In the net, too frequently the “first step” of mar- 
keting research has tended to be the “only step,” 
and thus there has been a failure to grasp and to 
deal with the total- marketing process. 


To set forth the major problems and opportunities 
in capital goods marketing in no way implies that 
marketing management has been, or is likely to be, 
derelict in its duty. It is only because such tre- 
mendous advances have been made in capital goods 
marketing practices since World War II that Ahese 
challenges may properly be posed at this time. 


Areas that present “challenges” are of course 
those that promise to develop conditions with which 
we are not currently familiar or, being familiar with 
them, have not yet developed proper techniques for 
their solution. It is assumed that the “problems” 
resulting from these conditions are possible of solu- 
tion, else there would be no challenge involved. In 
the case of the marketing challenges set forth above, 
if past experience bears any relevance, it is clear 
that adequate solutions in the form of new and 
improved methods and techniques will be forth- 
coming. 
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Senator YarsoroucH. Is Mr. Landegger here? You are next on 
the list. 


STATEMENT OF CARL C. LANDEGGER, VICE PRESIDENT, THE 
BLACK-CLAWSON CO. 


Mr. Lanpeccer. Mr. Chairman, members of the staff, I have a state- 
ment here which is about 9 pages long, but also in deference to the 
hour, after I introduce myself I would like to paraphrase it as I go 
through. 

My name is Carl C. Landegger, Jr. I am a vice president of the 
Black-Clawson Co., one of the world’s largest manufacturers of 
heavy machinery for the pulp and papermaking industry. 

(The full statement appears at the end of Mr. Landegger’s testi- 
mony.) 

Our manufacturing facilities include four machine factories and 
three foundries in America, one machine factory and one foundry in 
Brazil, and one machine factory with two foundries, one of which is a 
stainless steel foundry, in England. In addition to these fac ilities, we 
also have direct licensing arrangements under which manufacturers 
in other countries throughout the world manufacture Black-Clawson 
equipment. 

I am also a vice president of Parsons & Whittemore, Inc., a firm 
headquartered in New York, which is engaged in tw ofold operations: 
(1) It is engaged in the business of building and selling on a so- 

called “turnkey” basis complete factories for the manufacture of pulp 
anil ie paper throughout the world; (2) it maintains stock holdings 
in various pulp and paper mills throughout the world. Amon 
the areas in which Parsons & Whittemore or its subsidiaries an 
affiliates have either established factories or are currently actively 
negotiating for factories are: the Philippines, Tunisia, Mexico, Moz- 
ambique, Vietnam, Egypt, France, and India. And this list can go 
on fairly indefinitely. 

The Black-C lawson Co. has sold equipment to paper mills in vir- 
tually every country in the world which manufactures pulp or paper. 

My own experience consists of either managing or establishing mills 
in Europe, South America, Asia, and the United States. 

I have read the recommendations made by the Department of Com- 
merce, which you were kind enough to send me, with great interest. 
Since other top executives of our organization, as well as I, regularly 
spend up to one-quarter of our time traveling abroad, attempting to 
sell our ideas, engineering, and equipment, I heartily endorse the rec- 
ommendations that a better climate be created by our American Gov- 
ernment personnel overseas. 

I am sure that the recommendations and the spirit which the Com- 
merce Department desires to foster would be of great aid to Ameri- 
can exporters in getting us, so to speak, to the customer’s desk and al- 
lowing us to present our case. However, I respectfully submit that, 
even without present implementation of these recommendations, most 
Americans who are actively interested in the oversea trade can get to 
the desks of those customers that have sufficient technical knowledge 
to appreciate the superiority of our equipment. 

We need more help than this. 
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I have innumerable examples from my own personal experience 
where before a big project is placed for, say, $3 or $4 million. I will 
be in one room, a German in the next room, a Britisher and an Italian 
ina different room. Although they are not all in the same room, they 
are certainly staying at the Hotel Plaza in Buenos Aires, or at the 
Manila Hotel in Manila, ete. Invariably during that period of time 
the customer will ask you, “What kind of credit can you give me?” 
Because his central bank, and the presidents of the central banks, know 
what they can get from Europe, they know they don’t have any 
foreign exchange available, or very little available, which they have 
to stretch along along line. Weare put in the position of saying, “We 
believe we may with a very great deal of luck be able to get financing 
for you in 4 or 5 months. We can’t guarantee, but we believe we can 
get it.” Our German competitors, our Italian competitors, our British 
competitors, walk in and say, “If you are really serious please give me 
48 hours, and I will tell you exactly what I can give you.” They send 
a cable to England, they send a cable to their home country, and within 
48 hours they are told to accept 10 percent down, 10 percent upon 
shipment, the rest over 5 to 7 years. 

It is because we couldn’t meet competition like this that we opened 
a plant in England. We have done $65 million worth of business 
based on British and French export credits. We know they work in 
the way that they have been described adequately here, that you 
literally send a telegram or call on the telephone back to your home 
office, and within a maximum of a week you have got your credit. 
That is all there is to it. 

The reason it works this way is because there is a basic difference 
in philosophy as we understand it. The American Eximbank under 
its bylaws, constitution, and policies basically has to collect informa- 
tion from all standpoints which ask: does it fit into the economy of 
the country? This is something that can’t be belittled and it is vital 
information. But the Europeans only check the customer. Has he 
been in existence for many years, has he a good credit rating, a good 
first class firm, and will they meet their obligations. That type of 
information you can get in a matter of hours by calling the banks, 
or by having the commercial attaché there get it for you. Whether 
a project is good or not, that type of information takes the 6 to 9 
months for the Export-Import Bank to get it. 

Nobody can do a better job. If we set up another agency or if 
Congress sees fit to set up any type of an organization that insists on 
checking past credit risk of the customer, it is our opinion that not 
very much will have been done. What we need, and we have $65 
million worth of business to prove that it can be done if we have it, is 
a type of export credit insurance that functions quickly, that can get 
you your answers within a few days. In India we have an ideal 
example. The Export-Import Bank in conjunction with the State 
Department set up $150 million worth of credit for India. To the 
best of my knowledge, that was about a year ago and since then only 
$8 million have been used. 

Senator Yarsorovcn. Out of 150 million? 

Mr. Lanveccer. Yes. India is screaming for credit. They need it 
very badly. Yet the necessary bureaucratic procedure that the Ex- 
port-Import Bank must go through with its present procedures and 
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policies is just too unwieldy for Americans to get in there and walk 
out with the business. 

I don’t want to belabor this point, but if you are trying to make 
a sale, and your price is high, and your competitor is sitting in the 
next room, you cannot tell the man, please wait for 6 months and J 
will try to get you an answer. It just can’t be done, and you can’t 
talk your way around it. 

In conclusion, if I may be permitted to summarize, our prices are at 
least 25 percent higher than that of our competitors, but if our equip- 
ment is good enough and our sales effort is hard enough we can over- 
come this disadvantage with those customers that want the best equip- 
ment available. What we cannot overcome without governmental aid 
in the form of legislation to establish new export credit insurance 
facilities, patterned essentially after European export credit facilities 
with whom we are in constant competition, is the scarcity of foreign 
exchange and the scarcity of private investment capital in our natural 
foreign markets. 

Both of these combine to result in the placing of orders not on the 
basis of value received for the price paid. The overriding preference 
is now determined solely on the basis of the credit terms allowed. The 
figures from the Department of Commerce export licenses on Ameri- 
can capital equipment show that for the last 5 years we have not been 
able to compete because we have not had the laws establishing the 
credit facilities that might allow us to compete. 

That is the end of my prepared statement, Mr. Chairman. I would 
be very pleased to answer any questions you may have. 

Senator Yarsoroucn. I think you have given us in a very few min- 
utes a very thought-provoking statement. I note that you say Ameri- 
can plants are operating only at 60 percent of capacity while your 
European plants are operating at 100 percent of capacity. 

Mr. Lanpeceer. The situation is slightly worse than it looks there. 
If you would like to buy a machine from our British plant, we will 
give you 44 months delivery. If you buy a machine from our Ameri- 
can plant, we will give you 16 months delivery. I know that is a—— 

Senator YarsoroucH. And they want the plants now? 

Mr. Lanveccer. That is right. 

Senator YarsoroucH. But they will still take the 44 months deliv- 
ery because of the credit? Would you say credit is the principal 
factor ? 

Mr. Lanpeccer. I would say credit is certainly 90 percent of the 
reason, because we sell outside of England; 90 percent of our equip- 
ment is manufactured in England. | 

Senator YarsoroucH. What is the experience, not speaking of your 
particular line? Do you have any statistics satel on the experi- 
ence of these British firms, German firms and others that extend 
credit on a rapid basis like that? I believe your statement says that 
they extend that credit on the customers’ reliability and business 
reputation, rather than attempting to audit to see if they have enough 
assets to justify this amount of credit ? 

Mr. Lanpracer. Yes, sir. 

Senator Yarroroucnu. They go on their business reputation and 
their credit reliability ? 

Mr. Lanpeccer. Right, sir. 
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Senator YarsoroveH. What is their loss experience under the sys- 
tems of the foreign countries that follow this flexible credit system ? 

Mr. Lanpeccer. I have no detailed figures on their loss experience, 
but I know some of the people in British export credit on a business 
as well as personal basis, and they maintain their loss ratio is about 
the normal loss ratio of commercial British banks. 

Senator YarsoroucH. In other words, your loss ratio is about what 
it would be if you took time for a thorough commercial rating investi- 

tion 
Our. Lanpeccer. Yes,sir. It seems to be about average. 

Senator YarsorouGH. Does the staff have any questions? 

What do you think of Mr. Scafuro’s plan? Were you here when 
he testified about this new comprehensive agency? What do you 
think of his plan ? 

Mr. Lanpeccer. I back about 95 percent of it. Naturally I have 
one or two items which I believe can be done better, but I believe the 
plan as he presents it is essentially the plan that would _ us the 
speed and the only point—my main point is that we must have speed. 
The best government agency in the world with the most liberal terms 
in the world will do us absolutely no good if when we are out in the 
field we can’t compete. 

Senator YarsoroucH. Then your primary reason for advocating 
that plan is to gain time, to permit it to be done speedily ? 

Mr. Lanpeccer. Speed when a customer has to present, as he does 
to the Export-Import Bank today, a large study, about 2 inches thick. 
Somebody has to make that up. The force of economic circumstances 
means that the suppliers, the American suppliers make that up. 

A proposal of that type, the engineering part of it costs us between 
$15,000 and $20,000. This is a long, detailed, involved study. This 
adds to our price. If the project is basically good, if the customer is 
basically good, it may not be completely necessary. 

It, nevertheless, does add to our price and slows us down. 

Senator YarsoroucH. Thank you very much for this very informa- 
tive statement. 


STATEMENT OF CARL C. LANDEGGER, VICE PRESIDENT, THE Briack-CLawson Co. 


Mr. Chairman, members of the staff of the Committee on Interstate and For- 
eign Commerce, my name is Carl C. Landegger, Jr. I am a vice president of 
the Black-Clawson Co., one of the world’s largest manufacturers of heavy 
machinery for the pulpmaking and papermaking industry. Our manufacturing 
facilities include four machine factories and three foundries in America, one 
machine factory and one foundry in Brazil, and one machine factory with two 
foundries, one of which is a stainless steel foundry, in England. In addition to 
these facilities, we also have direct licensing arrangements under which manu- 
facturers in other countries throughout the world manufacture Black-Clawson 
equipment. 

Iam also a vice president of Parsons & Whittemore, Inc., a firm headquartered 
in New York, which is engaged in twofold operations: (1) It is engaged in the 
business of building and selling on a so-called turnkey basis complete factories 
for the manufacture of pulp and/or paper throughout the world; (2) it main- 
tains stockholdings in various pulpmills and papermills throughout the world. 
Among the areas in which Parsons & Whittemore or its subsidiaries and affiliates 
have either established factories or are currently actively negotiating for fac- 
tories are: Philippines, Tunisia, Mexico, Mozambique, Vietnam, Egypt, France, 
and India. 

The Black-Clawson Co. has sold equipment to papermills in virtually every 
country in the world which manufactures pulp or paper. 
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My own experience consists of either managing or establishing mills in 
Europe, South America, Asia, and the United States. 

I have read the recommendations made by the Department of Commerce 
which you were kind enough to send me, with great interest. Since other top 
executives of our organization as well as | regularly spend up to one-quarter 
of our time traveling abroad, attempting to sell our ideas, engineering, and 
equipment, I heartily endorse the recommendations that a better climate be 
created by our American Government personnel overseas. 

I am sure that the recommendations and the spirit which the Commerce De- 
partment desires to foster would be of great aid to American exporters in get- 
ting us, so to speak, to the customer's desk and allowing us to present our 
ease. However, I respectfully submit that, even without present implementation 
of these recommendations, most Americans who are actively interested in the 
oversea trade can get to the desks of those customers that have sufficient tech- 
nical knowledge to appreciate the superiority of our equipment. 

We need more help than this. 

I have sat across the desk from businessmen in Europe, Asia, and South 
America who have been very interested in our engineering and the machinery 
that it has produced, and have then heard, with various variations, the story: 
“Yes, your machinery is the best—we would like to buy it—but it is too expensive 
and you do not give us credit terms.” With your permission, 1 would like to dis- 
cuss these two problems individually. 

Within our own organization we have striking examples of the price dif- 
ferential between competitive American and European machinery. Take English 
prices for example: One of our American plants located in Middletown, Ohio, 
buys stainless steel castings from our English plant. These castings from Eng- 
land, including the English plant’s profit, ocean freight, duty, and inland freight 
to Middletown, Ohio, cost the Middletown plant 25 percent less than the stain- 
less steel castings purchased from our normal suppliers in the Dayton-Cin- 
cinnati area. 

Our corporate headquarters recently made up a list of 74 items and determined 
that the average cost differential between Black Clawson’s British and Amer- 
ican manufacturing plants is between 25 and 30 percent in favor of the British 
plant. 

While the basic reason for the differences in cost as between our American 
and our British plant is the resuit of the very high labor standards prevalent 
in the United States, it is also true that if my U.S. company had a significantly 
greater access to export markets so that a larger portion of our manufacturing 
capacity could be employed, we would thus be able to spread our overheads 
over a larger gross sale, and consequently would be able to lower our costs. 
Our oversea plants are working at 100 percent of capacity, while the inability 
of the American plants to export forces them to work at only 60 percent of 
capacity. 

However, in our opinion, it is not in the power of this committee or the 
U.S. Government to help American exporters with their price problems; and 
we and our competitors have found that, by and large, an intensive sales effort 
will succeed in the sale of American products if those products are substantially 
better engineered than European products. As an example within our own 
industry, the largest and fastest machines are still purchased from America, 
even in these days of the 30 percent price differential. We are not asking for 
help with our price problem. We are, however, asking for aid in extending 
eredit terms to our customers that are competitive with the credit that is 
extended every day by our European competitors. 

Virtually all the so-called underdeveloped countries who are actively buying 
capital equipment, and whose potential for capital purchases can only be de- 
scribed as insatiable, are suffering from, first, perpetual foreign exchange defi- 
ciencies, and secondly, chronic shortage of investment capital. 

This means that while it is almost impossible for our customers to pay us, 
say $3 million in cash (which is the American price for a small installation), 
they can pay these amounts of money if we, as manufacturers, can make ar- 
rangements to grant them payment terms of from 5 to 7 years from date of 
shipment. 

The fiscal policies of foreign central banks of our customer countries are 
geared to approve only those projects which are self-liquidating from a foreign 
exchange standpoint, i.e., save enough foreign exchange within these 5 to 7 years 
from the goods produced by imported machinery to make up for the outflow of 
foreign exchange necessary to pay for the equipment. 
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From the private investor’s standpoint, the situation also requires the exten- 
sion of long-term credits. Our foreign customers can easily enter into purchase 
contracts financed through European export credit insurance plans under which 
the payments for the debts they incur for papermaking and other machinery 
ena be retired out of the earnings generated by the use of this machinery, once 
it is installed in their country. 

The European and Asian governments have established excellently staffed 
export credit insurance facilities which enable products manufactured on their 
soil to be exported on these 5- to 7-year terms. Our combined companies are 
well acquainted with and are regularly making use of these facilities in very 
large amounts. Our organization is currently engineering $45 million worth 
of equipment on the basis of export credit insurance facilities enabling us to 
ship from England under the British export credit insurance program, and 
$20 million worth of equipment from France under the French export credit 
insurance program. We have also done substantial amounts of business from 
Italy and Germany under their respective export credit guarantee programs. 

I regret to say that, with the exception of financing arranged through the 
Development Loan Fund, which finances only complete industrial projects in 
basically underdeveloped countries, the export sales which our group has been 
able to close due to the assistance of the American governmental agencies add 
up to considerably less than 10 percent of the export sales we have made through 
our British and European affiliates and which were financed through European 
export credit insurance agencies. 

Our American plants are operating at only 60 percent of capacity, while our 
European plants are operating at 100 percent of capacity. These are the statis- 
tics of only one company. However, from my association with other capital 
equipment manufacturers, I know that our experience is part of a typical pattern 
dominated by the fact that European plants can export, while American plants, 
as a practical matter, under the present U.S. export financing system, cannot. 
Ninety percent of the total exports on which our company has extended credit 
terms has been with the help of export credit insurance. 

The reason for this is the basic difference in the philosophies of encouraging 
exports in America as distinguished from Europe. Under the present law, 
regulations, and policy, the American export financing of heavy capital equip- 
ment involves U.S. Government approval of the whole foreign project and de- 
termination that the purchase is a good business deal for the purchaser. This 
requires that a tremendous amount of engineering and financial data must be 
prepared, submitted, and studied before the financing for a sale can be approved. 
The voluminous reports and analyses required, while naturally useful, are nor- 
mally prepared by the seller. Their preparation is not only time consuming, but 
also, the cost of such preparation contributes to the overhead on the job, natur- 
ally necessitating a further increase in the price quoted by American capital 
goods manufacturers. 

The European export credit programs, on the other hand, operate essentially 
on the basis of checking only the ultimate customer’s credit reliability and busi- 
ness reputation. This is done through normal banking and diplomatic channels. 
Naturally, it can be done faster and at less cost than a detailed evaluation of 
all of the commercial and technical facets of a given sale. 

It is impossible to overestimate the difference it makes to a salesman attempt- 
ing to close a contract for several million dollars’ worth of equipment of Brazil, 
for example, if he can get an exporter’s credit set up within a maximum of 1 
week, as is regularly the case in England and France, or within a minimum of 
6 to 9 months, which is normally the case in America. It is patently impossible 
for the American salesinan to ask his Brazilian customer to wait 6 months while 
the American manufacturer attempts to determine whether or not American 
financing is available, when the British or French or German salesman tells the 
Same customer that he can have definite word within a period of 1 week. 

I would like to go out of my way to say that I would not like these remarks 
to be construed as being critical of our present agencies. I have recently, for 
example, finalized negotiations of a loan through the Development Loan Fund, 
and have only the highest praise for the speed and efficiency with which this 
agency functions. 

It is, however, my belief that under the laws, regulations, and policies pres 
ently in effect, the present American governmental agencies available to aid ex- 


ports by American manufacturers are not in a position to put us on a competi- 
tive basis. 
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I respectfully suggest to the members of this honorable committee that no 
American salesman, regardless of his capabilities and knowledge, can be sent 
to South Africa, as our salesmen recently were, and be expected to come home 
with the order, when his price is, as I have shown above, about 27 percent 
higher than that of our European and Asian competition, and, even more im- 
portant, when he does not have the credit facilities available to him that his 
European and Asian competitors, who are in town at the same time, have avail- 
able to them. 

All large industrial deals must have the approval of the central banks of the 
buyers’ countries. The Ministers of Finance and heads of the central banks, 
many of whom I have personally met, are all aware of the European and Asian 
credit facilities available to them in minutest detail. They are all also emi- 
nently aware of the difficulty of their own foreign exchange position. They 
therefore naturally encourage their nationals to purchase, not on the basis of en- 
gineering, not even on price, but on the basis of the maximum payment term 
available anywhere in the world. I believe this is the reason why the Govern- 
ment of India, as of my latest information, had not made use of almost $142 
million of the $150 million credit made available to it by the Export-Import Bank 
in February 1958. 

Under the present laws, regulations, and policies, the American-backed govern- 
mental export financing agencies are not in a position to help American ex- 
porters overcome this type of pressure, and our Department of Commerce ex- 
port figures show that without the capital available and flexible credit facili- 
ties, which our European and Asian competitors are extending every day, we 
just have not, as a matter of fact and record, been able to sell in foreign 
markets. 

If I may be permitted to summarize: Our prices are at least 25 percent higher 
than our competition, but if our equipment is good enough and our sales effort is 
hard enough, we can overcome this disadvantage with those customers that 
want the best engineered equipment available. 

What we cannot overcome without governmental aid in the form of legisla- 
tion to establish new export credit insurance facilities, patterned essentially 
after the European export credit insurance facilities, is the searcity of foreign 
exchange and the scarcity of private investment capital in our natural foreign 
markets. Both of these combine to result in the placing of orders not on the 
basis of value received for the price paid. The overriding preference is now 
determined solely on the basis of the credit terms allowed. The figures from 
the Department of Commerce export licenses on American capital equipment 
show that for the last 5 years we have not been able to compete because we 
have not had the laws establishing the credit facilities that might allow us to 
compete. 


Mr. Lanpeacer. Thank you, Mr. Chairman. 

Senator YarsoroucH. Gentlemen, that completes the list of wit- 
nesses for today. We regret the lateness of hour prevented from being 
here some persons who we had expected today. 

There is filed and accepted for entry as a part of the record and 
directed to be included in and made a part of the record the attached 
list of statements from persons who are identified here with their re- 
spective positions and the capacities in which they testify. 

(The documents referred to above are as follows:) 


CESSNA AIRCRAFT Co., 
Wichita, Kans., March 11, 1960. 
Hon. WARREN G. MAGNUSSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


GENTLEMEN : We wish to thank you for the opportunity to be heard on the 
subject of the lack of export credit facilities and the net effect on our own 
and general U.S. business abroad, as indicated in your considerate letter of 
February 26. 

Our company exports 9 models of light utility aircraft to approximately 
65 friendly countries. We are pleased that our export organization comprises 
a network of over 70 distributors and dealers. At present this system accounts 
for an export volume of 650 units or $7 million annually. These totals represent 
a 150 percent increase in export business in less than 5 years. 
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Past and present experience is showing that the major part of the world is 
woefully short of adequate transportation and communications facilities. The 
use of light utility aircraft has proven to be of inestimable benefit in the rapid 
and logical development of these underdeveloped nations. We feel that our 
products are aiding large scale international development, since the major 
use of these products is necessary transport in the expansion of local business 
and trade. 

The increasing use and sales potential of light aircraft in necessary trans- 
portation in the underdeveloped nations can be said to be many times the pres- 
ent volume, as their local economies continue to expand. This follows because 
the use of light aircraft has proven to be the least expensive form of trans- 
portation where satisfactory surface transport is not available. 

The lack of adequate finance capital is the largest deterrent to increased utili- 
zation and purchase of this equipment to meet the rapid growth of transport 
needs. 

Since financial credit has been a major factor in the economic growth in the 
United States of America, it follows that foreign financial aid is vital in the 
development of the many oversea markets. Our individual companies are in no 
position to evaluate the shifting political and economic, as well as the normal 
credit problems in numerous foreign nations. In addition, we cannot absorb 
the credit risks in doing business with entities in these many countries. It is 
becoming apparent that foreign manufacturers are selling aircraft products 
largely by offering short- and long-term credits. This foreign competition is 
growing rapidly and will continue to do so at the expense of U.S. trade, unless 
competitive financing can be offered by U.S. manufacturers. 

Therefore, our industry feels a tremendous need for aid in providing some 
method of credit financing for our foreign customers which would be comparable 
to that received by our domestic accounts. In general, the proposal of the 
National Coordinating Committee for the establishment of an Export Credit 
Guarantee Corporation meets with our approval. 

It is very evident that positive action should be taken at the earliest oppor- 
tunity. Otherwise, our European competition, with presently available credit 
insurance, will acquire the major portion of these markets. It would be very 
difficult to recoup this loss. 

It is known that foreign government and business people resent the fact that 
U.S. business in general will not grant financing terms to foreign customers; 
although Russian and European firms do grant this aid. When we are able 
to offer our customers a means of financial credit on a private enterprise basis 
(but with Federal support) international government and business relation- 
ships will enjoy a much greater degree of friendship and trust. 

In turn, foreign trade must increase and our own national economy must 
benefit in gross national product. The end result will be of lasting mutual benefit 
to all concerned. 

In summary: We believe that approval of treasury support for an Export 
Credit Guarantee Corporation, or some other method to accomplish the same 
results, will enable our industry to increase its sales by a conservative 50 per- 
cent during the first year of participation. Since total benefits to the U.S. 
economy could be expected to assume even greater proportions, we sincerely 
urge that the Senate Committee on Interstate and Foreign Commerce encourage 
a careful and objective analysis of the National Coordinating Committee’s pro- 
posal. We would hope for legislation, at the earliest date, which will assist 
U.S. business to grant financing terms as attractive as those being offered by 
foreign competitors. 

Very truly yours, 
M. F.. MELLINGER, 
Export Manager, Commercial Aircraft Division. 


HARBISON-WALKER REFRACTORIES Co., 


Pittsburgh, Pa., March 11, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Dear Mr. Maanuson: Your letter of February 26 is respectfully acknowledged 
and the opportunity to submit a written statement regarding proposed expori 
credit insurance guaranteed facilities is indeed appreciated. 

56472 O—60———-16 
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Harbison-Walker Refractories Co., whom I serve as general credit manager, 
has been vitally interested in export shipping for many years. Our. products 
have contributed to the economical and industrial growth of 70 nations all over 
the world. Our industry was classified as critical during World War II and 
granted high priorities as well as certificates of necessity for expansion of 
product facilities. 

Our contribution toward improving conditions in the countries served has been 
a matter of considerable pride. In doing so, we have had to face many problems 
such as financing, transportation, selling, and administrative details. These 
have all been met but not without exposing ourselves to financial risks and 
delay in payments, some of which is necessary to the normal conduct of business 
enterprises. We have been faced with credit exposures in countries without 
any guarantee or protection against such risks as political, exchange transfer 
de'ay, war, revolution, imposition of new Government restrictions, and similar 
hazards beyond our control. 

During these periods, competition from other countries was covered adequately 
through Government guarantees and insurance. In addition, foreign competi- 
tion was in a much more favorable position to offer longer terms. The facilities 
available to exporters during the past years through the Export-import Bank 
have proved extremely helpful when the transaction fell within the scope of its 
operation. This was generally confined to income-producing capital goods sold 
on terms of 1 year or longer or a guarantee of the exchange transfer. 

There has been a void in the coverage for exporting by U.S. concerns. This 
we feel could be eliminated under the proposal of the national coordinating 
committee sponsored by the international section, New York Board of Trade for 
the establishment of an American Export Credit Guarantee Corporation. We 
are in agreement with this plan with only minor exceptions. This proposed cor- 
poration would be essentially a private enterprise; operation with Government 
assistance limited to political risks (such as blocked receivables) which only 
Government can support. Natura!ly the exporter should assume the responsi- 
bility for commercial risks such as insolvency or prolonged payment default. It 
would. be their responsibility to determine whether the customer is deserving of 
credit based on the normal investigation and analysis used in everyday credit 
approval. 

May we invite your careful objective analysis of the national coordinating 
committee proposal with a view to legislation authorizing essential U.S. Treasury 
support. This will permit the proposed corporation to be federal'y chartered 
and incorporated. Through this corporation, U.S. commercial insurers could 
coordinate their direct underwriting and reinsurance of commercial risks with 
each other. It is vitally important that our Government provide the necessary 
financial backing to permit the enterprise to proceed with an export guarantee 
system that will be adequate and realistic for their needs. This organization 
should be flexible and have the ability to render immediate decisions on the 
exporters’ problems. 

Please be assured that your consideration will be greatly appreciated and 
will prove helpful to the many U.S. manufacturers to whom exporting has 
become an integral and important part of their organizations. 

Yours very truly, 
G. S. McLAvUGHLIN, 
General Credit Manager. 


UXPANDING THE FACILITIES OF THE ExpPort-IMPORT BANK 


Statement by the International Trade Committee, James L. Donnelly, 
executive vice president, Illinois Manufacturers’ Association, Chicago, Il. 


U.S. exports for the first 6 months of 1959 were 4 percent below the same period 
of 1958 and 23 percent below the first half of 1957. The decline is primarily due 
to credit and price competition. Credit competition by other nations is made 
possible by government export credit insurance which is available in most indus- 
trial countries. The United States is the only major nation which does not 
presently have private or government export credit insurance. 


~~ Oe ot 
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The Export-Import Bank of Washington, which extends term credit in foreign 
trade, is making its facilities available mainly for development projects abroad 
and for a limited category of capital goods. 

The Illinois Manufacturers’ Association being cognizant of the fact that U.S. 
manufacturers may eventually lose their foreign markets unless they meet this 
growing price and credit competition, recommends the following : 

That the lending activities of the Export-Import Bank be expanded to include 
the financing of all types of capital goods; 

That the primary consideration for the financing should be direct assistance 
to American manufacturers and exporters without regard to the size of the 
enterprise ; 

That loans or guarantees should not be extended for the development in other 
countries of enterprises competitive to U.S. industries ; and 

That the processing of loan applications by the Export-Import Bank should be 
completed in the shortest possible time and their approval expedited in every 
way, thus giving U.S. manufacturers the same advantages which our foreign 
competitors receive from export credit agencies in their respective countries. 


JOHNSTON Pump Co., 
Pasadena, Calif., April 18, 1960. 
Re National Coordinating Committee for Export Credit Guarantees. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C 


DEAR SENATOR: In response to your March 31, 1960, letter, our problems in 
obtaining guarantees through the Exim Bank have been threefold: Too much 
time required; insistence upon additional financial reports; and demand for 
local guarantors. 

1. Processing of our applications have taken from 3 to 8 months from 
time of filing to the date of a decision thereon made by Exim Bank officials. 
Our prospective customers will not wait that long for a decision in these 
competitive times. 

2. When we first send in the application to the Exim Bank, we also send 
in the most recent financial statement of the applicant but by the time it is 
processed, the applicant’s fiscal year may have come to an end, in which 
event the Exim Bank requests a later statement, entailing additional delay. 
For example: Applicant’s fiscal year ends March 31. An application is 
filed in February 1959 with a copy of applicant’s March 31, 1958, statement, 
the latest available annual financial statement at the time. In June 1959, 
Exim Bank asks for a statement for the year.ended March 31, 1959. 

3. Exim Bank, instead of rejecting our applications, requests that the 
applicant furnish local bank guarantors, upon receipt of which Exim Bank 
“Will give further consideration to the application.” Obviously, if the ap- 
plicant can furnish local bank guarantors, such local banks could finance the 
purchase and would prefer to do so and get the loan business rather than 
act just as a guarantor. 

Whether or not a particular applicant is entitled to credit based on an analysis 
of his application file can be a matter of opinion. While the undersigned does 
not advocate the indiscriminate approval of every application, it does seem 
to the undersigned that the Exim Bank has been too rigid in its financial and 
guarantor requirements as a condition for approval. Every applicant sub- 
mitted by the undersigned has been in business for many years, and Johnston 
Pump Co. has transacted business with them for over 10 years. If such appli- 
cants do not merit Exim Bank approval, it is inconceivable to the undersigned 
what kind of applicants would. 

The undersigned is A. H. Miller, age 52, and resides at 1471 Westhaven Road, 
San Marino, Calif. 

Respectfully, 

A. H. MILLER, 
Vice President-General Manager. 
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Tue LuMMus Co., 
New York, N.Y., March 9, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


My Dear SENATOR Macnuson: The officers of the Lummus Co. appreciate the 
opportunity afforded by your committee to submit a statement in connection 
with the hearings on export credit facilities. 

As pointed out in our letter of March 3, we are unable to have a representative 
attend the hearing on March 16. In lieu of an oral statement, we respectfully 
request the admission of this letter and attachments as our written statement 
of interest. 

This company is engaged in the design and construction of industrial process 
plants throughout the free world. It has been our experience that foreign 
clients often prefer services and equipment from the United States, not only 
because of superior quality, but for reasons of faster delivery and installation. 
Negotiations with such clients frequently require long-term financing with its 
attendant risks of nonpayment for both commercial and political reasons. In 
recent years, requests for 5- to 8-year credit terms have not been unusual. 

Of current interest to the Lummus Co. is the situation in Latin American 
countries where there is a tremendous demand for industrial development with 
potential clients interested mainly in plants and equipment of American design. 
Due to the present weak financial situation in many of these countries, projects 
of considerable magnitude are being awarded to the European market because 
of the availability of long-term financial arrangements supported by credit 
guarantees. 

We have felt, for some years, that our efforts to provide American industrial 
“know-how” and equipment in foreign countries have been hindered by the lack 
of a credit guarantee scheme similar to those plans which now exist in the 
leading European industrial countries. Those plans are available to our foreign 
competitors and, in many instances, the negotiations narrow down to the engi- 
neering firm which presents the best long-term financing scheme. We have been 
successful in obtaining such contracts but financing has been provided through 
credit facilities available to our foreign subsidiaries. 

Most notable was the recently completed oil refinery in Naantali, Finland, 
which supplies one-half of that country’s current demand for petroleum products. 
We are pleased to provide as an attachment herewith, a reprint of an article 
from the French petroleum journal “L’Industrie du Petrole,” which sets forth 
the interesting development of this project from its initial proposal in 1938 to 
the formal inaugural in 1958. The inaugural message of Mr. U. Raade, Director 
General of Neste Oy, refers particularly to the financial difficulties encountered, 
and praises French banking interests for their understanding support of the 
project. 

In connection with the inaugural ceremonies of the Finnish refinery, the 
Lummus Co. published one of its “New Horizon” series of brochures entitled 
“Lummus at Neste Oy,” a copy of which also is attached. The descriptive 
material and photographs included therein give some indication of the industrial 
“know-how” and equipment which this company can provide abroad, in many 
cases only by the support of long-term credit arrangements. 

The Lummus Co. enthusiastically supports the proposal of the National Com- 
mittee for Export Credit Guarantees for the formation of an American Export 
Credit Guarantee Corporation to correct the present disadvantage faced by 
U.S. industry. We firmly believe that, in the tradition of American free enter- 
prise, such a corporation should be managed privately. 

Because of our interest in major industrial projects throughout the free world, 
we solicit your committee’s consideration of legislation authorizing U.S. Treasury 
support so that an American Export Credit Guarantee Corporation may be 
federally chartered and incorporated at an early date. 

Respectfully submitted. 

D. BREIEN, 
Vice President, Administration and Finance. 
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Mack TRUCKS, INC., 
Plainfield, N.J., March 7, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate, Wash- 
ington, D.C. 


DEAR SENATOR MAGNUSON: We find it increasingly more difficult to compete 
in the world markets due to a number of factors, including the lack of credit 
facilities to finance the exports and also the fact that our selling prices are not 
competitive with foreign producers, due to our higher cost of production. We 
have tried continuously to increase our export market because the increased 
sales volume reduces our overall production costs making more jobs available for 
American workers as a result of being able to sell more trucks at home as well 
as abroad. 

There is increasing need for additional credit facilities with more liberal credit 
terms including longer maturities, lesser down payments and still maintaining 
a 5 percent or 6 percent simple interest finance charge. We have always con- 
sidered that the political risk is as important a factor in the extension of credit 
as any other factor connected with export sales. It is difficult for us to compete 
with other industries where the exporters have credit-insuring facilities. We 
have made use of the facilities of Export-Import Bank but we find that these 
facilities are not adequate to handle the situation, as far as maturities and also 
interest rates. 

As Mack Trucks, Inc., has been an expanding corporation in the past 5 years, 
we have limited working capital to use for our own financing of foreign sales. 
Our restrictions on the use of our working capital are placed upon us by our 
own commercial bank and investment company loans. 

We know of no agency or corporation existing in the United States that has 
an export credit guarantee similar to those in foreign countries. The Eximbank 
has been very helpful to Mack in certain circumstances ; however, it is a detailed 
and consuming operation when a special export deal comes up for action. 

We are in complete support to the proposal of the National Coordinating Com- 
mittee (sponsored by international section, New York Board of Trade) for the 
establishment of an American Export Credit Guarantee Corporation. We feel 
that there is a sound need for the establishment of this corporation as quickly 
as possible. This corporation will be operated as a private enterprise with the 
Government assistance limited to political risks, as the Guarantee Corporation 
will normally pay its own way from premiums received and from other income. 
The Government support would be of a temporary nature to meet situations such 
as when receivables are frozen in a foreign country. The Treasury would be re- 
imbursed when the receivables were unfrozen. , 

Commercial risks are generally in connection with default of payment, bank- 
ruptecy, ete., whereas political or noncommercial risks are for imposition of new 
Government restrictions, war, exchange transfer delays and similar items that 
are beyond the exporter’s control. 

We urge that the Senate committee carefully and objectively analyze the 
proposal of the National Coordinating Committee with the view of legislation 
authorizing U.S. Treasury support so that this proposed corporation may be 
federally chartered and incorporated. It is important to provide the necessary 
Government financial backing so that private enterprises can proceed to put the 
export credit guarantee system into early operation. It is desirable that the 
organization be established along commercial lines where quick decisions can be 


given as opposed to a wholly owned and managed Government operation. 
We thank you for your consideration. 
Sincerely yours, 


C. G. HorreEITer, Vice President. 


ZENITH SALES CorP., 


Chicago, Ill., March 9, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR MAGNUSON : In connection with the hearings of the Senate Inter- 
state and Foreign Commerce Committee, dedicated exclusively to a searching 
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study of the U.S. export position, I would like to submit my own views and ob- 
servations for consideration in the study of appropriate legislation, designed to 
aid and improve the U.S. export position. 

My name is John A. Miguel, Jr., and I am export vice president of the Zenith 
Sales Corp., 6001 West Dickens Avenue, Chicago, Ill.—the wholly owned market- 
ing subsidiary of Zenith Radio Corp. I am a member of the National Foreign 
Trade Council in New York, an officer and director of the International Trade 
Club of Chicago, a member of the World Trade Committee of the Chicago Asso- 
ciation of Commerce and Industry, a member of the International Committee of 
the Illinois Manufacturers’ Association, and also a member of the EIA Inter- 
national Department of the Electronic Industries Association of Washington, 
D.C. My entire business career of more than three decades has been dedicated 
exclusively to the U.S. export and foreign trade business. 


(A) U.S. TRADE AND WORLD MARKETS 


The current export outlook, specifically with respect to U.S. manufactured 
goods, is down compared to 1959 and also to 1958, which was a bad year for 
U.S. exports. From current trends and indications, it appears there will be a 
further deterioration of the U.S. export situation in the months ahead in 1960. 

Excluded entirely from these observations are exports of military-type goods 
and of U.S. products, materials, and manufactured goods exported under the 
U.S. Government foreign military and economic aid programs, including the 
substantial exports of U.S. agricultural surpluses. 

In years past, particularly those prior to as well as immediately following 
World War II, the United States enjoyed a substantially predominant volume 
of exports of manufactured products, in the capital and consumer categories, to 
so-called underdeveloped countries-—Latin America, the Far East, Middle East, 
and Africa. However, there has been a steady and alarming diminution of our 
export business to these areas; the reasons—an unfavorable balance of payments 
resulting in dollar shortages to pay for U.S. goods, local industrialization pro- 
grams, local inflation and devaluation of local currencies, continually rising costs, 
tight terms, political factors, such as the rising tide of nationalism, Communist 
infiltration and drastic government upheaveals, and, by no means the least im- 
portant, foreign competition. The combined effect on U.S. export business 
has been unfavorable, if not disastrous, all the way. Indeed, there are very, 
very few countries left in the world today that are still open to imports from 
the United States. 

In the past 10 years or so, when many of our oversea markets have severely 
controlled or even prohibited the entry of U.S. pr. ‘ucts, we have heen seeing 
the U.S. position dwindle «way, due to the impact of ‘oreign competition. Con- 
trary to recent remarks of a prominent Government >fficials disparaging the sales- 
manship and merchandising ability of U.S. exporters. I believe thai we—with 
little if any help from the Government—have done quite well all on our own. 

Our foreign competition has had—and will continue to have—decisive price 
and terms advantages at levels that U.S. private enterprise alone cannot cope 
with. These foreign competitors have benefited from tie tremendous help given 
them by their respective governments, in the form °f -xport subsidies and the 
underwriting of long-term credits, which is far beyond the scope of what private 
enterprise can possibly offer. Because of foreign competition, U.S. exporters, in 
many instances, have been forced to slash prices and cut profits down to the 
point where management and ownership of U.S. companies are turning away 
from the export business. 

The deterioration of world markets for U.S.-made products has been acceler- 
ated in the past 4 or 5 years by the severe and belligerent competition from other 
exporting countries—principally Great Britain, West Germany, and Japan. Dur- 
ing this period, we have seen foreign competitors literally take markets away 
from U.S. exports in practically every trading area of the world, even in coun- 
tries that for many decades were traditional buyers of U.S. products. 

The formation of foreign trading blocs—such as the European Common Mar- 
ket (inner 6), the Buropean Free Trade Area (outer 7), and the Latin Ameri- 
can bloc—are inherently unfavorable factors to U.S. exports. Other deter- 
rents—the rising protectionism in many countries and areas, nationalism, carteli- 
zation, inflation, chronic shortage of dollars, and the new technique, which has 
spread like wildfire in many countries, of castigating imports into countries 
by the imposition of tremendous exchange surcharges—have gravely narrowed 
many markets for U.S. manufactured products. This is a very serious situa- 
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tion and is deserving of concentrated attention and concern, not only on the 


part of the business community, but of the Government and of the Congress 
as well. 


(B) MEASURES TO EXPAND U.S. EXPORTS 


In my opinion, U.S. exports must be maintained at a level at least equal to 
that of foreign imports coming into our country. To restore the U.S. balance- 
of-payments position to a favorable level, it would be a grave mistake in U.S. 
policy to halt or control the flow of imports; rather, exports of U.S. products 
in all categories, including services, must be increased. This objective, I am con- 
tident, can be reached with U.S. Government help. 

U.S. thinking and philosophy should revert to exports, to stem the current 
fad and practice of peddling U.S. patents, trademarks, engineering, and man- 
ufacturing know-how via licensing. These, in most cases, are nothing but 
alternative and stopgap arrangements to obtain some business abroad. 

The establishment of U.S. manufacturing subsidiaries and facilities abroad 
per se are not objectionable, but to be forced into doing this because of pres- 
sure from foreign governments and arbitrary restrictions on the imports of 
the U.S. manufactured products is not, in my opinion, good business. The 
flow of U.S. capital to manufacturing facilities abroad is not going to help— 
in fact, it will tend to deteriorate—the U.S. balance-of-payments position. A 
sustained high level of exports—again in my opinion—contributes to lower U.S. 
production costs and provides more jobs for American labor. 

Within recent years, all U.S. Government agencies overseas, including U.S. 
Armed Forces Exchanges, have been directed to purchase locally manufactured 
products to the total exclusion, in many instances, of U.S. manufactured counter- 
parts. 

Apart from U.S. agricultural surplus exports, materials and equipment that 
are included in ICA projects, where financing is done by one or more U.S. Gov- 
ernment agencies, plus exports of capital goods which may be financed through 
the Export-Import Bank, the present U.S. export credit facilities are very 
meager. At their best, they cover short-term credits that on an average are 
no better than 90 days. These short-term credit facilities consist of U.S. private 
banks, which are extremely selective, and demand very rigid guarantees that, 
in most instances, U.S. manufacturers and exporters find unacceptable because 
they are incompatible with the line of credit they enjoy with the same banks 
on domestic operations. In addition, there are a few, recently established ex- 
port financing firms that specialize in short-term financing of U.S. export ship- 
ments to certain acceptable or favorable areas only. For the most part, these 
export finance firms have secured those operations—which U.S. banks, under 
their most conservative policies—have not been able to handle. In the case of 
short-term financing by U.S. banks, the great majority of transactions have 
been with recourse to the manufacturer or exporter, and in the case of the ex- 
port financing firms, the situation has been less conservative in that a good 
portion of credit transactions has been without recourse to manufacturers and 
exporters. However, in the latter case, the discount, interest, commission, 
and/or handling charges have been considerably more than ordinary banking 
rates. 

In many instances, these expenses to finance export shipments have been so 
high as to make the already poor competitive position of the U.S. products in 
certain oversea markets even worse. In cases where the manufacturer assumes 
the cost of these credit operations, wholly or partially, the low profit makes the 
transaction unsatisfactory and unattractive to the U.S. manufacturer or ex- 
porter. In most cases, many of the credit transactions carried, or made neces- 
sary in the normal course of U.S. export operations, are undertaken by the U.S. 
manufacturers and exporters themselves. It is a general practice among many 
U.S. manufacturers and exporters to discount these credit transactions covered 
by acceptance drafts, but generally with recourse to them; others, however, 
carry the papers to their maturity. 

All these present credit facilities and traditional U.S. ways of granting credit 
on export operations are obsolete, for the most part, inadequate, and definitely 
not in keeping with the rapidly changing conditions in world markets, where 
U.S. products face the severe competition of foreign manufactured products. 
The days when an American manufacturer and exporter could do the better part 
of his export business via cash-in-advance, confirmed irrevocable letter of credit, 
or sight draft, are rapidly disappearing. 
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Experience tells us there is a growing need for more liberal export credits and 
payment terms, for credit facility has become as important as price, quality, etc. 
in the U.S. exports business picture. It has been difficult for us to compete 
with exporters of other industrial nations in the tield of export commercial 
credit, due to the fact that competition abroad enjoys the benefit of comprehen- 
sive export credit insuriug facilities—applicable to all product categories, all 
payment terms, as well as beyond commercial risks. 

More than any other single factor, we believe the availability of comprehensive 
export credit insurance, now a standard tool of the export trade in such com- 
peting foreign manufacturing and exporting countries as Great Britain, Western 
Germany, the Netherlands, Belgium, France, and Canada, has been responsible 
for the steady decline of U.S. exports to areas and countries where U.S. manu- 
factured products can still come in freely or under restriction. 

Just as the deve!opment of new products for export, reexamination of export 
pricing policies, continual improvement of American merchandising, promotion 
and distribution technique are important to the survival of the U.S. export busi- 
ness under today’s conditions, so is the question of extending long-term credit 
facilities to cover U.S. exports of all kinds of products, an extremely vital need 
today and for the future. The backbone of U.S. private enterprise—the smaller 
and medium-sized manufacturers and exporters—will be particularly aided by 
export credit guarantees. No export credit guarantees comparable to those 
abroad exist in the United States today. What credit insurance is available is 
confined in bankruptcies or insolvencies, which are both difficult and expensive 
to prove and prosecute abroad. 

We believe there is merit to the proposal for establishing an American Export 
Credit Corporation. Essentially, it should be a private enterprise corporation. 
Government assistance should be confined to political and other noncommercial 
risks—such as blocked funds, exchange transfer delay, war, revolution, new 
government restrictions, and others—which are beyond exporters’ and im- 
porters’ control. It is important that the proposed Export Credit Guarantee 
Corporation operates like a private, commercial organization and that—unlike 
a government agency or banking institutions—is able to decide and act quickly. 

The U.S. International Trade Fair program has been quite helpful to the 
promotion of U.S. exports abroad. However, many more U.S. products should 
be on display at all traditionally big international fairs. Also, the fair program 
should be expanded to include other countries. To the extent that it is possible, 
the exhibition of U.S. products should be at levels that are at least compatible 
with the best display and exhibition of competing foreign products. 

The program of U.S. trade missions, which is composed of top business people 
engaged in export operations, plus a corps of business-minded Government 
personnel, should be expanded to include many more countries with more 
frequent visits in critical, highly competitive, but large potential market areas. 
However, these men should, more than anything else, be directed to promote 
U.S. foreign trade—that is, U.S. exports and imports—rather than concentrating 
on licensing, local assembly, establishing manufacturing facilities, procuring 
U.S. foreign investment, etc. The latter was quite noticeable in the operation 
of many previous U.S. trade missions. 

We also propose the maintenance of the best possible corps of commercial 
attachés in the U.S. Foreign Service. In addition to academic background, 
business experience, and business sense, each should be well informed and 
strongly aware of the potential markets for imports of U.S. manufactured prod- 
ucts in the countries to which each is assigned, and each should be determined 
to do a job that is best for the United States, and should be able to withstand 
the temptation of “going native.” 

There should be at least one commercial attaché in every foreign country or 
political subdivision where there is any significant foreign trade with the United 
States. 

The position of commercial attaché should be a career job, not po’itical. The 
attaché should be ever vigilant about trends that in one way or another affect 
the importation and marketability of U.S. products. He should be in close touch 
with local situations. trade groups, associations, local government agencies, and 
be so organized that reports in this connection are submitted promptly to Wash- 
ington for quick dissemination and distribution to the U.S. business community. 
It should also be a function of the attaché to obtain from the appropriate local 
government agency, trade associations, groups, etc., sufficient market survey 
information on a number of basic or important U.S. products, and to be in a 
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position to provide special services for a reasonable fee on other U.S. products 
where required or requested by private U.S. industry or U.S. exporters. In brief, 
the commercial attaché shou!d take a very aggressive approach to the problem of 
promoting U.S. exports. 

One of the most important jobs of the commercial attaché is to be continually 
on the alert for situations and trends where restrictions might be involved 
in the importation of U.S. products. If possible, the attaché should be in a posi- 
tion to converse with local government officials about the U.S. position, and 
should report the information immediately to Washington, so that, if possible, 
something can be done before the planned enactment takes place, rather than 
after the restrictions are in effect. The commercial attaché should also be able 
to voice objections to all kinds of moves by foreign government or foreign private 
enterprise, which tend to discourage, restrict, or prohibit the importation of U.S. 
products. 

Likewise, all State Department representatives, U.S. trade missions, and the 
U.S. GATT delegation should be as aggressive as their competitors in the matter 
of exports. There should be more consultations between U.S. Government dele- 
gates and representatives of U.S. business communities, more across-the-table 
discussion between representatives of the United States and of the foreign 
countries involved when it comes to consideration and/or planning of laws and 
regulations that will restrict imports of U.S. products. Very often, these moves 
by foreign governments are initiated without regard to their immediate adverse 
effect on the local economy or public interest. Very often, they are designed 
just to protect, behind the barrier, an infant industry that will take years and 
years to develop and produce anywhere near the quality and quantity of the 
counterpart imported product that the infant industry intends to displace at 
the market place. Also, quite often in the guise of conserving dollar exchange 
or halting deterioration of a balance of trade, restrictions are enacted by foreign 
countries which, in reality, have the purpose of helping a very small group ot 
peop‘e to make huge profits. 

It is also vitally needed in the conduct of the U.S. export business to have— 
from the Bureau of the Census—more promptly available and more detailed 
statistics concerning a specific product groups. Bureau of Foreign Commerce 
regional offices in the United States should be expanded and not trimmed, as has 
been the general trend over the years. All these, of course, will require a higher 
budget appropriation; otherwise, no better services than we are now getting 
today can be expected. 

There should be a U.S. travel bureau or agency attached to the Department 
of State or Commerce, with sufficient appropriation to carry on an effective 
worldwide, continuing promotion to foster greater travel by foreigners to the 
United States. The U.S. embassies, consulates, U.S.-flag airlines, steamship 
companies, worldwide organizations such as American Express and Cook’s, 
plus even foreign-flag carriers with flights and sailings to the United States, 
would be natural agents to implement and propagate such a program. Of 
course, one factor to encourage this is to eliminate the fantastic amount of red- 
tape that persons visiting the United States as tourists or as business representa- 
tives must undergo. In my opinion, reciprocal agreements should be negotiated 
with all friendly countries so that the only documents needed to travel as a 
tourist, for say up to 6 months, would be a valid passort and proof of financial 
responsibility. 

(C) U.S. TRADE WITH SINO SOVIET BLOC 


There is already a going trade between the United States and the U.S.S.R. 
However, U.S. exports, in light of U.S. export licensing policy and control, are 
confined to goods and materials that are nonstrategic. It is obvious, I contend, 
that expansion of trade with Russia today must mean relaxation of U.S. exports 
of certain strategic items rather than the exports of U.S. manufactured products 
of the nonstrategic types that we normally sell abroad. It is hard to imagine 
that Soviet Russia, in its present frame of mind, would welcome the entry of 
U.S. consumer products, risking their acceptance by the Russian people be- 
cause of the scarcity of Russian counterparts, or the novelty of American design, 
gadgetry, etc. In my opinion, expansion of trade with Russia can mean, in 
effect, only the flow of more Russian goods to the United States, plus the flow 


of exports to Russia of U.S. manufactured goods and materials that are presently 
in the strategic category. 
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As to Communist China, a much more important consideration is political 
recognition. If and when this political consideration is clarified, it follows that 
a commercial treaty will have to be negotiated with mainland China, involving 
terms/conditions of normal commercial treaties with other countries. 

It is very doubtful that anyone, outside of his respective government, can dis- 
cuss with any degree of reliability and accuracy the potentials for U.S. products 
in the U.S.S.R. and particularly in Communist China. If attitudes so far are 
any criterion, there is grave doubt that this information would be given out by 
the Communist China government, because they have no actual intention of fos- 
tering the development of their markets for U.S. products. Rather they want 
freedom to buy from the United States only those products that they want and 
need and possibly cannot get anywhere else, to bolster further their strong posi- 
tion in the Far East and place themselves on the same worldwide level as Soviet 
Russia, and so increase their prestige and standing beyond the Orient. 

In my judgment, there should be no relaxation of present U.S. export restric- 
tions insofar as the Communist bloc is concerned, except on such articles, products 
and materials that have no strategic importance of any kind whatsoever for 
building up economic and military power. Also, there is no telling what the 
Communists will do with U.S. products. They may reexport and use them 
to wreck world markets for U.S. products, because the U.S.S.R. and other 
industrial manufacturing countries in the Soviet bloc are energetically promoting 
the export of their own products in competition with U.S. products in particular. 


(D) SINO-SOVIET BLOC TRADE EXPANSION 


This aggressive means by U.S.S.R to export their goods to more and more 
world markets, big and small, industrial and underdeveloped, have, in the ob- 
servation of many, been for the most part successful. They have not only taken 
business away from the United States, but have provided good ground for in- 
creasing prestige, friendship, and understanding for the U.S.S.R. The U.S.S.R. 
is.using trade as an effective tool to promote and disseminate their political 
philosophy and show the world that they can beat the United States at our own 
game—i.e., foreign trade. They are very busy today in major Latin American 
markets in drumming up business for themselves via bilateral arrangements, 
long-term credits, compensation deals, and currency manipulations—tacties gen- 
erally frowned upon by the United States. Although mistakes have been made, 
the general impression is that the Communist penetration into those countries 
via foreign trade has been real and ominous. 

It is really difficult to evaluate fully what the Communists have done to get 
into many important world markets. Much of the information has not been 
fully released, and the average man does not know about it except by hearsay, 
on-the-spot observation, or “leaks” that appear in print from time to time. 

Because the Communists can do as they please as their purpose is suited in 
the matter of world trading, there is ever the threat of dumping at worldwide 
levels even of those products and commodities that are of non-U.S.S.R. origin, 
a practice which could cause irreparable damage to those outside their orbit 
of influence. 


(E) U.S. TRADE AND COMMON MARKET 


There is already active movement to expand U.S. manufacturing facilities to 
cover the entire European Common Market—and for those who were not estab- 
lished there prior to the union—to start facilities to manufacture, convinced that 
only through local manufacturing can any U.S. product or enterprise get its share 
of the business from the potentially large European economic bloc. This in- 
creased activity will cause more and more investment capital to flow from 
the United States and will cause further U.S. balance-of-payments deterioration. 
Whether or not dividends from these foreign investments will flow back, or 
such capital could ever be repatriated to the United States, is a matter of con- 
jecture and only the future will tell. 

It is fallacious to assume that, because of the union of six European nations 
into one economic bloc, we should expect a better market for U.S. products 
than is possible from dealing with each of the six nations individually. 

Just as a convoy’s speed is governed by the speed of the slowest moving unit, 
so is the Common Market to be governed by the most conservative, protectionist 
member country which traditionally has been scared of imports and suspicious 
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of foreign investments competing with it. We must face the fact that the inte- 
gration is first a political means and pooling of economic resources and facilities. 
It does not mean that oversea thinking and philosophy of trading has been 
liberalized. The Common Market is a powerful protectionist bloc that will 
deter further the imports of U.S. products into that area. 

It is too early to say what the European Free Trade Area (Outer 7) will do 
to U.S. foreign trade, particularly U.S. exports, but with Great Britain being 
the master architect, one can guess that very little benefit, if any, will be 
coming to the United States. 

The Latin American Common Market, of which we know very little, is ex- 


pected to throw more difficulties and problems into an already very critical 
U.S. export position in those countries. 
Very truly yours, 


J. A. MIGUEL, Jr. 


STATEMENT OF CELANESE Corp. OF AMERICA ON Export CREDIT FACILITIES 
By Lawrence S. Apsey and James F. Primm 


My name is Lawrence S. Apsey and I am general attorney for Celanese Corp. 
of America, which has executive offices at 180 Madison Avenue, New York, 
N.Y. I am accompanied by Mr. James F. Primm, export sales manager, fibers 
of the two exporting affiliates of that corporation, Amcel Co., Inc. and Pan 
Amcel Co., Inc. We appear for the purpose of giving you the views of Celanese 
and its exporting affiliates with respect to the needs of U.S. exporters for im- 
proved export credit facilities. 

Celanese Corp. of America is engaged in the manufacture and sale in this 
country and abroad of fibers, chemicals, and plastics. We have 17 plants and 
over 13,000 employees in 11 different States in this country. Net sales in 1959 
were $265 million, of which $27 million, or a little over 10 percent, represented 
export sales by our affiliates. We thus have a substantial stake in export 
markets. Our export subsidiaries have developed new markets in more than 
58 countries through a very aggressive sales policy, coupled with the offering 
of substantial technical assistance to their customers. Our export sales assist 
substantially in enabling us to maintain a high level of employment in this 
country. It is a well-known advantage of export trade that when domestic 
markets are saturated, foreign sales often enable domestic plants to keep their 
volume of production high enough to remain profitable and avoid layoffs. 

During the last few years we have been faced with increasingly severe com- 
petition for our foreign markets. Producers in Great Britain, West Germany, 
France, Belgium, Holland, Italy, and Canada have been offering more and 
more attractive terms for the products which compete with ours. Despite lower 
labor costs abroad, Celanese has by and large succeeded in remaining competitive 
in price through efficiency of operation and maintenance of very high standards 
of quality. We find more and more that loss of business to our foreign com- 
petitors results primarily from the more favorable credit terms which they are 
able to offer. This has been due chiefly to the fact that our European com- 
petitors have the advantage of export credit risk insurance systems supported 
by their governments. 

The West Germans, in the chemicals and plastics fields, have been pressing 
us very hard in Latin American markets due to their effective credit risk in- 
surance programs in the Hermes Kreditversicherungs A.G. This company ad- 
ministers an export credit guarantee program for the German Federal Republic, 
for which the Government bears the entire risk. The premium income accrues 
directly to the Federal Treasury. It insures sales and consignments of goods 
and serviecs of German origin against insolvency, protracted default and non- 
commercial risks including transfer of exchange. It covers up to 70 percent of 
invoice value for commercial risks and up to 80 percent for conversion, transfer, 
and other noncommercial risks. The premium rate varies between 0.1 and 1 
percent of the invoice value for commercial risks. 

As a specific example of our experience with German competition in Latin 
America, German producers of high-density polyethylene plastics and vinyl 
acetate monomers are offering in Venezuela terms up to 180 days from the date 
when the goods clear customs in that country. The best credit terms which our 
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affiliate, Pan Amcel Co., Inc., can offer are 60 days. In some cases, we have had 
to request sight draft payments because our credit department feels that the 
present situation in Venezula does not warrant longer terms. 

In Colombia, where import deposits are required by Government regulation, 
German suppliers have been offering to finance these deposits and also have 
offered 120-day payment terms. Pan Amcel has been unable to meet this com- 
petition because of the risk in tying up money to the extent of twice the value 
of the merchandise for at least 4 or 5 months. German suppliers can do this 
because they can discount the buyer’s obligation to the export credit insurance 
company. 

During the last Colombian and Venezuelan revolutions, German companies 
were able to maintain normal credit terms while most U.S. suppliers reduced 
their credit exposure by cutting terms first to sight drafts and eventually to 
letters of credit, and in some cases to the point of requiring cash in advance 
of shipment. 

It seems that most U.S. suppliers can compete on price, quality, delivery, and 
service, but that exports from Germany have increased at the expense of 
exports from the United States primarily on the basis of more lenient credit 
terms offered by the Germans. 

In a number of countries, such as Burma and India, most business is done on 
letter of credit. If credit insurance were available our own credit department 
and, we believe, those of other American companies would permit the granting 
of longer terms which would enable customers in these countries to place more 
business in the United States than at present. 

From our own experience, as outlined above, we feel it to be very clear that 
the availability of adequate export credit insurance is the greatest need of the 
American export trade today. Nothing more helpful could be done to increase 
our exports, prevent the drain of gold, and give this country a favorable balance 
of trade than to put American exporters on a comparable basis with their 
foreign competitors. 

At the present time, only two sources of credit insurance are available to the 
American exporter. First is a private credit insurance offered by Continental 
Casualty Co. through Intercredit Agency, Inc. This insurance is not competi- 
tive with that offered by foreign countries because it does not adequately cover 
the risks, its cost is prohibitive, and the procedure to obtain it is unduly cumber- 
some and involves excessive delays. The only risk covered is that of insolvency. 
Losses due to war, cancellation of licenses, inability to obtain dollars, repudia- 
tion of contracts by the buyer, consignment sales, time-payment sales or default 
of a collecting agent are not covered. Premiums vary between 1.2 and 7.2 percent 
per annum of the balances outstanding. Each buyer must be carefully checked 
before the coverage is granted and as a result it may take 8 weeks to get the 
insurance. Moreover, the insured has to pay a nonrefundable charge of $10 
for each buyer whom he seeks to have insured, whether or not a policy is granted. 

The only other type of export credit insurance available to U.S. exporters at 
the present time is that recently offered by the Export-Import Bank which, on 
short-term transactions, is limited to the political risks of selling abroad; namely, 
nontransferability or nonconvertibility of foreign currencies, import restrictions 
or cancellation of import permits, and losses from war or expropriation. The 
Export-Import Bank in the past has been slow in granting loans due to a great 
amount of paperwork and shortness of personnel. It may therefore be expected 
that obtaining insurance from this source will result in susbtantial delays. 

For purposes of comparison, we refer you to a table prepared and circulated 
by Francis X Seafuro, covering details of the principal credit insurance systems 
in effect in Belgium, Canada, France, Germany, Netherlands, and the United 
Kingdom, a counterpart of which will doubtless be filed with this committee in 
connection with the presentation of Mr. Scafuro’s plan for export credit guar- 
antees. While this table covers only the insurance systems of the 6 principal 
exporting countries, it is estimated that more than 25 nations all over the world 
have some type of export credit insurance system. (See p. 64.) 

One of the best foreign credit insurance systems is that of, the Export Credits 
Guarantee Department in the United Kingdom, which is an autonomous Govern- 
ment department and insures against insolvency, protracted default, buver’s 
failure or refusal to accept goods, exchange transfer, war, revolution, and otber 
noncommercial risks beyond the control of the exporter or buyer. As an exam- 
ple of the provisions of the Export Credits Guarantee Department, we are at- 
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taching hereto as exhibit A, a photostat of a typical policy issued by that de- 
partment. Premium rates for most of the important countries under this 
policy are less than 1 percent of the invoice value. 

We are familiar with the proposal of Mr. Francis X. Scafuro’s National Coor- 
dinating Committee for Export Credit Guarantees. This would be an improve- 
ment on the Export-Import Bank proposal, in that it would cover commercial as 
well as political risks, including protracted default. We do not believe that this 
plan would adequately solve the problem of American exporters, however. The 
organization of such an insurance company would be contingent on the approval 
of many different financial and insurance interests, on the sale of stock and on 
the raising of large amounts of capital. All of this would take time and might 
result in conflicts which would prevent its institution or possibly result in less 
favorable terms than those now projected. Moreover, even the rates now pro- 
posed are too high to be of genuine assistance. We understand that for short- 
term credits they would average not less than 1.5 percent of the invoice value. 

The rates available to American exporters have to be at least as low as those 
available to their foreign competitors. It is difficult enough to absorb the ad- 
vantages which foreign competitors have from much lower wage scales and often 
lower cost of raw materials. It is impossible also to absorb advantage in lower 
rates of insurance. Other items besides rates which are most important are the 
availability of a speedy procedure through which the American exporter can 
obtain the credit insurance quickly and promptly enough to enable him to bid 
on a new account. It is also absolutely imperative that insurance include com- 
mercial risks. If the Export-Import Bank insurance is used, it is necessary to go 
elsewhere to insure the commercial risks. This causes delay and adds to the 
expense and under present conditions no one except the Continental Casualty Co. 
offers such insurance and they do so only at prohibitive rates. 

Any system which may be established, in order to be effective, should cover 
the following prerequisites : 

1. Permit the granting of short and medium term credit guarantees up 
to 360 days, insuring against insolvency of the buyer, protracted default and 
political risks, including prolonged exchange transfer delay, war, inter- 
ruption or diversion of voyage, imposition of unforeseen licensing, and other 
causes of credit loss beyond the control of exporters or importers. 

2. The coverage of the policy should be at least as extensive as that of the 
British Export Credits Guarantee Department, which is up to 85 percent for 
insolvency, protracted default, etc., and to 95 percent for exchange transfer 
and other political causes. ° 

3. Policies should be available which give the shipper a reasonable selec- 
tion as to the countries in which he wishes to be insured. A requirement 
for global coverage when such insurance is not needed by the shipper takes 
away much of the competitive assistance which the insurance is designed 
to give. 

4. The premium should, if possible, be kept at least as low as the premium 
rate prevailing under the credit insurance systems of the principal competing 
countries. We believe the rates should match those of the Export Credits 
Guarantee Department of the United Kingdom, described above, which 
average less than 1 percent of the invoice value. 

5. There should be a flexible system which will permit the insurer to 
work directly with the U.S. exporter, requiring him to furnish a sound basis 
for judgment on granting of credit to his customers. Subject to this re- 
quirement, the granting of insurance should be made simple and speedy. 

Our suggestion would be that a separate department of the Export-Import 
Bank be established to write export credit insurance covering both commercial 
and political risks in such a way as to satisfy the above requirements. This de- 
partment should work through local banks in writing this insurance with a 
minimum of procedural requirements. Since Government financing of export 
credit insurance can be considered a self-liquidating form of foreign economic 
aid, it is not believed that this suggestion would do violence to any basic prin- 
ciples of the free enterprise system. 

Our study indicates that, if insurance could be obtained in this country on the 
same basis as that offered by the Export Credits Guarantee Department in Great 
Britain, we could be competitive not only with United Kingdom companies, which 
are among the strongest competitors which we have to meet, but also with all of 
the other principal competiting nations. If this were done, Celanese believes that 
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it could substantially increase its export business to many countries, particularly 
the underdeveloped areas in the world. It is in these areas where are credit de- 
partment puts a limit on the amount of accounts receivable that can be out- 
standing at any one time. We are sure we are not alone in this situation and 
that, if a really competitive effort credit system were set up, many U.S. ex- 
porters would do much additional business in underdeveloped areas, which would 
tend to promote their economies in accordance with our present national policy. 

In conclusion, we wish to remind the committee that at the present time more 
than 10 percent of the total exports of Germany and Great Britain are covered 
by their respective export credit insurance systems. A similar system in this 
country might well increase the export sales of the United States by 10 percent. 
This would mean a substantial boost in the economy and would greatly help to 
reduce the dollar imbalance which has been increasing steadily in the last 2 
years. 
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SUPPLEMENTAL STATEMENT OF CELANESE CorP. OF AMERICA ON Export CREDIT 
FACILITIES 


(By Lawrence S. Apsey ) 


Since the filing of the statement on behalf of Celanese Corp. of America, 
dated April 28, 1960, one important piece of information has come to our atten- 
tion with relation to the business done by the Export Credits Guarantee Depart- 
ment of the United Kingdom. We have seen a report stating that the amount 
of credits covered by that Department has grown steadily year by year, from 
£396.8 million in 1953-54 to £694.4 million in 1959-60. The credits which it now 
covers represent 18.4 percent of the total United Kingdom exports. This is a 
very significant example of what a good government credit guarantee system 
ean do if it covers both commercial and political risks. If the Export-Import 
Bank system were expanded to include commercial risks on a basis as to 
premiums and other conditions as favorable as that offered by the Export 
Credits Guarantee Department, it is quite possible that this country (which now 
has no truly competitive system available) might increase its export balances 
by a percentage roughly equivalent to the 18.4 percent of the total United King- 
dom exports now covered by export insurance. 


SECOND SUPPLEMENTAL STATEMENT OF CELANESE CorP. OF AMERICA 
(By Lawrence S. Apsey) 


As a company engaged in the day-to-day competitive struggle for export mar- 
kets in the fields of fibers, chemicals, and plastics, we have found, as indicated 
in our previous statements, that the ability to meet the credit terms offered 
by our competitors is very frequently the factor which determines whether or 
not we can get the business. To meet these terms, we need to have credit in- 
surance at least as favorable as that made available to our competitors by 
their governments. This requires that the following features be included in 
American export credit insurance: 

1. Both commercial and political risks should be covered. 

2. Insurance should cover terms of up to 360 days. 

8. Insurance should cover about 90 percent of the risk. 

4. The premium rate should average about 1 percent of the gross invoice 
value. 

5. The exporter should be permitted to make a fair selection of countries 
in which he must take insurance. 

6. Administration should be flexible and speedy. 

We do not believe that the proposals of either the Export-Import Bank or the 
National Coordinating Committee for Export Credit Guaranties (Scafuro plan) 
meet these requirements. The Export-Import Bank proposal covers only po- 
litical risks. It has been stated that once these risks are insured, many com- 
panies will offer insurance for the commercial risks. At the present time, only 
one insurance company, the Continental Casualty Co., writes export credit in- 
surance, and this it limits to the commercial risk. Its requirements are pro- 
hibitive: coverage is limited to insolvency; rates range from 1.2 to 7.2 percent, 
not of the invoice value, but of the balances outstanding; an extra charge is 
made for each buyer sought to be insured, whether or not insurance is granted; 
and it may take as long as 8 weeks to get the insurance. There is nothing to 
indicate that coverage of political risks by the Export-Import Bank would in- 
duce Continental to offer better terms, since it was not covering the political 
risk before Export-Import Bank insurance wes available. Neither is there any 
apparent reason why other insurance companies should enter the field of com- 
mercial risks, just because political risk insurance is available. Moreover, the 
extra delays, labor, and expense involved in applying to two sources for the 
same coverage the competitors get from one source, would prevent American 
exporters from competing on equal terms. Adding the Export-Import Bank’s 
premiums to the already prohibitive premiums now required for private insur- 
ance of commercial risks would put the total cost far above that of our 
competitors. : 

The Export-Import Bank plan for short-term credits also insures only terms 
up to 180 days. It requires the exporter to insure for all countries, to be insured 
at all. Granting that an exporter should not be permitted to select only poor 
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risk countries for insurance, it is quite feasible to permit him to select coun- 
tries for insurance, provided he includes at least one good risk country for 
each one regarded as a poor risk. 

The Seafuro plan, while including commercial risks, is noncompetitive because 
it limits the terms covered to 180 days; covers only about 85 percent of the risk; 
requires the exporter to insure in all countries; and (most important), will re- 
sult in average premiums of around 1.5 percent of the invoice value. It is true 
that the Export Credits Guaranty Department of Great Britain covers only 85 
percent of the commercial risk, but it also covers 95 percent of the political risk. 
Since the Scafuro plan contemplates insurance by a private company, it will 
have to make a profit. From this, we may infer that the premiums may even 
exceed the projected 1.5 percent average. Certainly, it cannot be expected to 
offer as favorable terms as those of the government-operated systems of other 
countries. In view of the large number of cooperating companies and interests 
required to get the Scafuro plan started, the need for raising large sums through 
the sale of stock and the need for obtaining enabling legislation, it may be years 
before the company gets into operation. We need only look at the U.S. export 
trade figures for the last few years to realize that more speedy relief is essential. 

We understand that the Export-Import Bank also insists on making a profit. 
If this idea were abandoned as to credit insurance, the bank’s insurance ex- 
tended to cover commercial risks, the terms were extended to 360 days, the ex- 
porter given a fair selection of countries to be covered, and the procedure for 
obtaining insurance streamlined, we believe this bank could perform for U.S. 
exporters a credit insurance function on a par with that available to exporters 
from the United Kingdom, West Germany, and Canada. Being primarily bank- 
ers and not insurance people, it is problematical whether they will do this volun- 
tarily. Certainly, their present proposal does not do it. If the Congress cannot 
induce them to make these changes, we believe that legislation is in order to set 
up an entirely new Government agency, similar to the Export Credits Guaranty 
Department in the United Kingdom, to furnish a form of export credit insurance 
which will enable U.S. exporters to offer credit terms to their customers on a 
par with those available from foreign producers. 


TESTIMONY BY Rospert H. REYNOLDS, PRESIDENT, RocKy MOUNTAIN Export Co., 
INc., DENVER, COLo. 


The proposal to have Government underwrite credit losses, due to political 
risks, is strictly a maneuver of big business, and is completely unwarranted. 

As the head of a small business, serving as the exclusive sales outlet for prod- 
ucts manufactured by 16 highly respected small business manufacturers and, 
I believe, speaking also for other business and manufacturers of similar capacity, 
this guarantee program is not needed by anyone but big business. It is a far 
cry from even touching on the true illnesses which exist in regard to our foreign 
trade policies. 

Small business does not require guarantees of any kind, except the guarantee 
of having equal opportunity with big business to develop foreign markets for 
their products. 

From the viewpoint of small business, a program as proposed to guarantee 
credit losses from political risks is like taking antibiotics before you have an 
infection. Small business has no money to extend credit to foreign buyers, to 
any degree, not even short term or low value commercial trasactions, let alone 
transactions of large value requiring long term payout. 

If our Government were to underwrite American Export Credit Guarantee 
Corp., which is a vehicle of big business, even if it is a nonprofit organiza- 
tion, the doors would be open to a multitude of requests for mortgaging U.S. 
Treasury funds by having the Government assume liabilities, without control. 

If our Government can justify assuming even a fraction of the liabilities of 
private business, then it has no alternative but to assume the entire obligation. 
There is no possibility of being a little bit right. 

Foreign trade is of national concern and is probably our most important tool 
for continued economic prosperity within our country. Surely it is the most 


effective tool with which to maintain world peace and foster world economic 
growth. 
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Assuming this thought is generally accepted as true, then would it not also 
be true that every private company, whether small or large, is a contributing 
factor in this premise? 

Would it not be logical to assume that it is more important to find ways and 
means for our small manufacturers to compete in world markets? Make it 
possible for them not te become international bankers? 

True, our Export-Import Bank is an excellent institution and headed by quali- 
fied men, but the services rendered are not adequately effective as far as small 
business is concerned. 

I would like to point out that small business’ most difficult problem is the 
lack of working capital. The capital available is strictly private and little or 
no public funds are available to them. 

In the normal course of commerce, a foreign buyer may ask for 3-year 
terms. Let us assume his request is justified. This is when big business can 
accept the order and dispose of the paper later or hold it, while the small busi- 
ness must go through 30 to 60 days of applications, hearings, meetings, etc., to 
get approval at Eximbank. Should approval be forthcoming, it is too late, as 
the customer has already placed the order to the big business competitor. 

May I refer you to the Eximbank report to Congress for the period July- 
December 1959, pages 112 through 120. I can identify not more than six firms 
of small business status with a total of $890,000 exporter’s credit line out of 
$179,325,000 authorized. Many firms have authorized exporter credit line 
and have never found it necessary to use the bank. For example, Ford Motor 
Co. has $10 million; National Supply Co., $6 million; Westinghouse Air Brake 
Co., $6,100,000 ; General Electric Co., $10 million; and others. 

An effective solution must be found to make the facilities of the Eximbank 
readily available to small business and eliminate the delays. 

There is also an area within the scope of international finance that could be 
improved and make it possible for small business to better compete. This has 
to do with direct loans made by our Government to foreign governments. When 
such loans are made for the purpose of stabilization and the financing of capital 
equipment, a rider should be incorporated to require the recipient country to 
finance their importers from these funds. 

To cite an example, the loan of $90 million to Colombia a few months ago was 
for the specific purpose of stabilizing the economy and importation of capital 
equipment. Since this loan was made, we have been requested to finance every 
requirement for equipment. The terms requested are 3 to 5 years at 6 percent 
simple interest and with downpayment ranging from nothing to 25 percent. 
Considering that $90 million is available to Colombia for such purposes, why 
then is it necessary for the small manufacturer in the States to be forced into 
the banking business of trying to find additional funds, at high interest rates? 
The national banks of Colombia should be in far better position to control such 
financing and particularly so as the imported equipment becomes a national 
asset. 

I have brought out but a few of the many problems facing small business, 
and while my statements may seem to indicate an anti-big-business attitude, I 
would like to state that I highly respect our American system of free enterprise 
of which our large corporate structures are so much a part. My real concern 
is that they, through their enormous size, could endanger their very existence 
by failing to recognize and lend assistance to small business which in turn 
provides true economic equilibrium. 

Because of the many facets we must consider in reappraising and formulat- 
ing our foreign trade policies and for reasons previously stated, I am definitely 
opposed to Congress acting favorably in supporting the request submitted by 
organizers of American Export Credit Guarantee Corporation. 

I regret that it is impossible for me to appear in person as planned, but would 
be pleased to be available at a future date. 


STATEMENT BY MACHINE AFFILIATES, INC., NEw YorkK, N.Y. 


Machine Affiliates, Inc., is a group of 23 of the foremost machine tool builders 
in the United States, combined to foster the sale of their products throughout 
Latin America. 

We operate through offices in New York City and with exclusive representa- 
ties in each of the 20 Latin American Republics 
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We have been in business since 1944, during which period we have had an 
annual volume varying from $600,000 to almost $10 million. 

We are registered under the Webb-Pomerene Act and submit annual reports 
to the Federal Trade Commission. 

Our representatives are specialists in the sale of machine tools and, with only 
a few minor exceptions, have periodically sent us their sales engineers for 
training at our member manufacturers’ factories. 

We were probably the first in our industry to reach Latin America. Our sales 
representatives were in that territory even before World War II ended. 

At the start of this organization in 1944, our sales were almost exclusively 
eonfined to the simpler variety of machine tools generally utilized for repair and 
maintenance. 

This market continued actively for a few years until our European competitors 
were able to reenter it, offering prices 30 percent to 40 percent under ours. 
These lower prices presented no difficulties to the European Manufacturers as 
their labor cost is generally about 25 percent of ours and their original capital 
equipment was supplied by our Government at practically no cost to them. 

About this time, the dollar trade balances held by the Latin American coun- 
tries since the end of World War II became depleted, and our customers began 
demanding credit terms. 

Using this credit request as a means of overcoming European price competi- 
tion, we organized the Machine Affiliates Trading Corp.—Matcorp. The stock 
of this corporation can only be held by manufacturers who sell through the 
Machine Affiliates, Inc., group. 

Matecorp has a $1,500,000 revolving credit contract with Export-Import Bank 
of Washington, D.C. (credit No. 473). This credit contract limits us in many 
critical ways. Actually, in most instances, in the event of a default, the Export- 
Import Bank has full recourse to Matcorp and its stockholders. It limits the 
size of any one credit to $100,000. It limits the duration of a credit to 3 years 
and it restricts us to a minimum downpayment of 10 percent Worst of all, 
whilst the decision as to which customer shall get credit rests with the Matcorp 
credit committee, the decision as to which Latin American countries shall get 
credit rests with the Export-Import Bank. 

We certainly have no complaint against the Export-Import Bank. Within its 
restricted limitations, both legal and the size of its personnel, and with its 
limited capital, it has been as helpful as it possibly could. However, our situa- 
tion has changed drastically in Latin America and, if we are to continue to 
export there, we are badly in need of help other than that as presently offered 
by the Export-Import Bank. 

First, our market has changed. Most of Latin America is rapidly becoming 
industrialized. We can no longer sell machines for repair and maintenance. 
Indeed, besides those imported from Europe, many of the simpler tools are now 
made in Latin America. 

Our market today is for complete high production or semi-high-production 
plants, or what we term “package transactions.” We now contact interested 
Latin Americans with industrial experience and some capital and arrange for 
them to obtain a royalty license from a North American manufacturer. In 
some instances we try to secure a capital investment on the part of these North 
American manufacturers. But mainly, in order to consummate such a transac- 
tion, we must arrange for its financing. 

In the past, we have been successful in several endeavors of this type, utilizing 
the project loan facilities offered by the Export-Import Bank. For the last 2 
years, with many projects still pending, the Export-Import Bank has with- 
drawn its facilities in several Latin American countries, and we cannot con- 
summate those pending transactions. 

We know that 3-year terms are not enough. It is even doubtful as to whether 
5 years are sufficient. Our European competitors are offering better terms than 
we are. We have lost a considerable amount of business to them. The Iron 
Curtain countries are offering even more liberal terms than the Europeans. 
We agree that perhaps the Iron Curtain countries don’t eventually come through 
with the terms they offer in Latin America, but their offer alone is enough to 
provide considerable difficulty for us. 

After Wor'd War II, when we started off so well with our Latin American 
customers and we had little, if any, competition, and import dollars were avail- 
able, the market was almost wholly ours. We invariably delivered the same 
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high quality machine tools we sold in our domestic market. Then our European 
competitors came in with low priced tools, especially made for export. Sales 
ability and terms could partially overcome the price differential. In many in- 
stances, Our well-trained Latin American sales representatives could convince 
the customer that our much higher priced tools were worth the difference. 

Today, the Buropeans generally are offering, excellent and highly competi- 
tive machine tools at better terms, as well as cheaper prices than we are. Be- 
sides pricing ourselves out of world markets, we are being financed out of world 
markets. 

The only Latin American orders we are getting today are those few still 
financed by the Export-Import Bank. We are also getting a few orders for ma- 
chine tools purchased by North American manufacturers and shipped into vari- 
ous Latin American countries as capital investment. In many instances North 
American companies are purchasing lower priced European tools for this purpose. 

Under the circumstances, we must offer vastly broader facilities than those 
now offered by the Export-Import Bank, or we must be enabled to obtain gov- 
ernment sponsored credit insurance at a very nominal premium rate. 

If we had a source of government sponsored credit insurance, insuring us 
against war risk, expropriations, currency fluctuation and such items, we fee! 
confident that we as a group, or our member manufacturers as individual com- 
panies or corporations, could discount long-term foreign paper taken in payment 
for our products. 

Such credit insurance would at least give us the opportunity to offer our ma- 
chine tools, which many of our Latin American customers consider superior, 
at terms at least equal to those of our European competitors. 

MELVIN STONE, 
President and General Manager. 


SUPPLEMENT A OF MACHINE AFFILIATES, INcC., NEW YorK, N.Y., May 2, 1960 


We have two applications for credit before the Export-Import Bank of Wash- 
ington, D.C., at the present time, as follows: 

(a) One is for the Conexoes de Ferro Foz, S.A., of Sao Paulo, Brazil in 
the amount of $1 million. The Conexoes de Ferro Foz S.A. are licensees 
of the Albion Malleable Iron Co, of Albion City, Michigan, producers of mal- 
leable iron castings and forgings. 

(b) The other is for Sanson Vasconcellos Comercio e Industria de Ferro, 
S.A., of Rio de Janeiro, Brazil, in the amount of $300,000. Sanson Vascon- 
cellos are producers of dump trucks, trailers, tank trucks, boilers, and similar 
heavy equipment made of steel plate. 

Both of these transactions have been before the Export-Import Bank since 
about January 1958. The Export-Import Bank has not taken any final action 
regarding either of these transactions. They claim that neither of these com- 
panies would earn dollar exchange for Brazil. They further claim that the 
Export-Import Bank’s credit has been overextended in Brazil, and that the 
Brazilian fiscal authorities are doing nothing to comply with numerous requests 
made by the International Monetary Fund and that Brazil must comply with 
their economic requirements. 

About 3 years ago, the Fabrica Nacional de Motores, “F.N.M.”, the quasi- 
governmental Brazilian corporation which operates the old Pratt & Whitney 
engine plant (World War II lend-lease), and now manufactures the Alfa-Romeo 
(Italian) heavy trucks under license, asked whether we could help obtain a 
credit for $6 million from the Export-Import Bank in order to supplement the 
lend-lease equipment in their plant so that they could make the entire truck 
including the engine. After asking the Export-Import Bank whether they would 
consider any such application for a credit, I was informed that because of the 
fact that “F.N.M.” was operating as a quasi-governmental corporation, such a 
credit could be considered. Despite the fact that all of the machines, gages, fix- 
tures, ete., in the “F.N.M.” plant were in our inch system, “F.N.M.” was com- 
pelled to accept the finance offers made by Wolff of Germany and Innocenti of 
Italy, and purchased $6 million worth of European machinery. In addition 
to being quite a blow to our member manufacturers, this required a complete 
changeover of all blueprints, gages, etc. to the metric system. 

We have just received word from our representative in Argentina that an 
important customer has concluded a negotiation with Hilgeland of Germany for 
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the purchase of U.S. $250,000 worth of boltmaking and screwmaking machinery. 
This was because any negotiation in Argentina with the Export-Import Bank 
in amounts under $500,000 require that they negotiate through the Banco In- 
dustrial of Argentina. Negotiations of this sort have become of such protracted 
duration that our Argentine customers would prefer to do business in Europe 
despite the fact that many of them would rather have machines of U.S. manu- 
facture. Since the Export-Import Bank has concluded this negotiation with the 
Banco Industrial of Argentina for the administration of a credit amounting to 
$10 million, we have not received any business at all utilizing that credit. 
Actually, Machine Affiliates, Inc., has not received any orders of any consequence 
for export to Latin America under credits granted in our territory less than 2 
years ago. 

In addition to the above, we wish to call your attention to the U.S.S.R. catalog 
which is submitted with this amendment to our statement. This is an English 
catalog covering an entire line of machine tools offered for sale in the United 
States of America by the Amtorg Trading Corp. in New York. We have re- 
quested our representatives throughout Brazil, Argentina, Chile, ete. to send 
us catalogs of the machine tools being offered by our Iron Curtain competitors, 
namely the U.S.S.R., Hungary, Czechoslovakia, Poland, ete. throughout all of 
Latin America. The writer has seen these catalogs many times on his various 
trips throughout that territory. As soon as they arrive, we will send them to 
the Senate committee. 

Respectfully submitted. 


MELVIN STONE, 
President and General Manager. 


NATIONAL FOREIGN TRADE CouNcIL, INC., 

New York N.Y., April 25, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MAGNUSON: Supplementing our letter of April 22 with which 
we submitted the recommendations adopted by the 46th National Foreign Trade 
Convention, we note that during the course of the general hearings which your 
committee is currently holding the subject of “Present Export Credit Facilities 
and Proposals for New Mechanisms” is specifically scheduled to be discussed on 
April 28 and 29. In connection therewith, the National Foreign Trade Council 
wishes to submit the attached statement concerning the financing of U.S. exports 
with the request that it be brought to the attention of the committee and that 
together with this letter it be made a part of the official record of the hearings. 

It perhaps should be pointed out that this statement is one of basic position 
and does not constitute an expression of opinion by the National Foreign Trade 
Council on any of a number of proposals that have of late been put forward, 
including the recently announced new program of the Export-Import Bank. 
The statement had in fact been drafted prior to the disclosure that the Export- 
Import Bank would shortly be expanding its services. 

While we are not in a position to comment on the new Export-Import Bank 
program since the full scope and detail arrangements have not yet been made 
public, we would like to recall that the National Foreign Trade Council has on 
repeated occasions in the past commended the Export-Import Bank for its long 
record of outstanding accomplishment and cooperative service to those engaged 
in advancing the foreign commerce of the United States. The experience and 
traditional role of the Export-Import Bank should be accorded the fullest con- 
sideration as a vital element and instrumentality in the continued development 
of U.S. foreign trade. 

Sincerely yours, 
WittiaM §S. SwiIncte, President. 


STATEMENT OF THE NATIONAL FOREIGN TRADE CoUNCIL, INC., CONCERNING THE 
FINANCING OF U.S. EXPorts 


In order to compete effectively in world markets U.S. exporters should have 
access to financing facilities of at least equal scope and under at least as favor- 
able conditions as those in the major industrial countries abroad. Unfortu- 
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nately, there are certain definite deficiencies and shortfalls in the export financing 
facilities currently available in this country, especially on a nonrecourse basis. 
However, any attempt to determine the exact nature and magnitude of these 
deficiencies, or how they might best and most rapidly be corrected, is complicated 
by a rather wide divergence of opinion. For example, there are conflicting views 
on what facilities are in fact being provided abroad, on the extent of the basic 
need and demand for additional financial accommodation in the United States, 
on the appropriate role and responsibility of government in this field, and on 
the relative merits of various proposed solutions. 

These divergencies reflect to a large degree the considerable diversity that 
exists among exporters with respect to their particular financing requirements 
and the way in which they can be and are being met. For example, most firms 
producing and selling heavy durables and capital equipment of high per unit 
value, where both substantial total sums and lengthy (over 5 years) payment 
terms are likely to be involved, have largely concentrated on working with the 
potential customer abroad to arrange the requisite long-term financing from an 
outside source rather than assuming the main financing burden themselves. The 
primary interest of this first group obviously is in an expansion and strengthen- 
ing of the capital resources and lending activities of the institutions engaged in 
the provision of such financing. 

Depending on their financial resources and where the credit period is reason- 
ably short, a second group of firms may themselves as a matter of established 
business practice extend all or a major share of the credit financing required. 
Their essential interest, therefore, is more in having available facilities which 
will enable them to eliminate or minimize their political and transfer risks 
through insurance coverage or which will offer standby assurances or guarantees 
that, should the need arise, the credit paper will be purchased or discounted on 
a nonrecourse basis. 

Finally, there is a third group which may be willing to carry part of the 
financing for a short period, but ordinarily look to the commercial banks to 
finance their transactions. Accordingly, these firms are largely interested in an 
arrangement or facility which will allow them to discount their paper even 
more easily and automatically than now and on a nonrecourse basis. 

On the whole, there have been few critical comments concerning the general] 
adequacy of the facilities for long-term (over 5 years) financing. This does not 
necessarily mean that funds are always available or that applications are never 
refused, but these limitations tend to be accepted. Some rejections have perhaps 
been disputed, but in most instances it is acknowledged to be a matter of differ- 
ing judgment rather than of any real deficiency in the machinery. 

Most of the recent complaints of deficient facilities have involved the provision 
of medium (1 to 5 years) and short-term (up to 1 year) credit. Insofar as 
medium term facilities are concerned, since the Export-Import Bank already 
is active in this field, two basic problems are raised: First, whether the Export- 
Import Bank should adopt a more flexible approach, liberalize its requirements, 
and streamline or simplify its procedures in such a way as to permit greater and 
wider use to be made of its services; and, secondly, whether some system should 
be set up, either to complement or replace the Export-Import Bank, whereby 
firms—especially those extending credit on their own account—could obtain with 
a minimum of procedural difficulty insurance coverage against export credit 
and/or political and transfer risks.’ 

It should be noted that there is a continuing extensive demand for export 
financing as such, irrespective of any interest that also may be indicated in the 
possible development of an export insurance system. In other words, while 
related, the two are by no means identical. Export insurance, however useful 
or valuable it may be in other respects, does not per se in any way assure that 
the requisite export financing will be obtaintable or automatically forthcoming 
once coverage has been purchased. Therefore, were an export insurance system 
to be set up in this country, it would clearly have to be devised to supplement or 


1In general, export credit risks are defined as comprising such commercial risks as the 
possibility of Joss resulting from the insolvency or from protracted default on the part of 
the bnyer: political risks are defined as those arising from arbitrary action of government 
or other economic or political causes of nonpayment beyond the control of either buyer 
or seller. Exchange “transfer” or “convertibility” risks, which relate to the inability to 
transfer or remit the exchange proceeds of a sale to the insured, are usually considered 
as coming within the category of political risks. 
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extend rather than to be in lieu of existing faciilties, including those provided 
by the Export-Import Bank. Also, entirely aside from any steps that may be 
taken to establish an export insurance system, the possibility of improving the 
present export financing facilities of the Export-Import Bank might well be ex- 
plored, with special attention being given to ways in which the time taken to 
obtain decisions from the Bank could be shortened. 

While there is an evident increase of interest in the possible establishment 
of a comprehensive system of insurance protection on export transactions, especi- 
ally from those who extend short (up to 1 year) credit, it is difficult to tell how 
far or how deep the real demand for such facilities extends. It would appear, 
however, that there is relatively little demand or support for the provision by 
the U.S. Government of insurance coverage against export credit (i.e. com- 
mercial) risks, beyond such coverage as may now be obtained from the Export- 
Import Bank incident to export financing. The general presumption is that 
protection against ordinary “commercial” risks, such as insolvency or default 
in the performance of his contract by the debtor, could and should be covered 
by reserves maintained by the cerditors or through such channels as financing 
institutions or privately owned or operated export credit insurance companies. 
On the other hand, there is a definite interest in a system of insurance against 
political and transfer risks to be offered either directly by the Government or 
by a private corporation (or corporations) with Government support or with 
ultimate recourse to the Government in the event loss claims cannot be met from 
the reserves of the corporation. Despite this increased interest and support, 
there is still a considerable amount of opposition from those who are either in- 
clined to question the need or doubt the advisability of any further govern- 
mental involvement in business. 

While opinion is varied as to the preferred scope and structure which a system 
of export insurance might have, the following points should in any event as a 
matter of principle be given the most careful consideration : 

(1) The Government acting as insurer should be concerned only with the 
provision of facilities to underwrite those losses incurred in direct consequence 
of the so-called political and/or transfer risks. This presumes that ordinary 
commercial risks, such as insolvency or default in the performance of his contract 
by the debtor, could and would be covered by reserves maintained by the creditors, 
or through such channels as financing institutions, or any privately owned and 
operated export credit insurance company as might be established for this pur- 
pose. 

(2) Any governmental body primarily designed to offer financial guarantees or 
other assistance of similar nature to private business should be guided in 
its operations by sound business considerations. In other words, the organi- 
zation should be self-supporting, that is, with interest or premium rates 
reflecting both the loss experience and the normal administrative expenses 
(including the cost of borrowing funds and allocations to reserves). <A 
lower rate than this would constitute a form of export subsidy. Adherence to 
sound practices requires that a guaranteeing agency exercise at all times wise 
and prudent judgment in setting limits on the amount and type of coverage 
available for a particular country at a given time. 

(3) To the extent Government facilities are required, consistent with the 
limitations previously noted, they should be designed to complement rather 
than impede or supplant the activities of the Export-Import Bank. 

(4) In the event the insuring agency acquires claims its status should be 
the same as that of any other private claimant. In other words, the transfer 
of an insured claim to a governmental agency should not mean any change in 
its priority rank as against uninsured claims. In presenting and collecting these 
insured claims the governmental agency should exercise due diligence to assure 
payment, but not use its influence to gain a preferential position at settlement. 

(5) Nothing should be done by the Government, either in terms of establish- 
ing or administering an export insurance system which will lead to an over- 
extension or excessive use of credit in seeking competitive advantage in interna- 
tional trade. This same guiding rule should apply to any financial support given 
by the Government to a commercial export credit guarantor even though such 


support might be limited to coverage of political, exchange transfer, and other 
noncommercial risks. 

















274 FOREIGN COMMERCE STUDY 






COMMENTS OF EXIMBANK ON STATEMENTS INCLUDED IN INTERIM REPORT TO THE 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, U.S. SENATE BY SPECIAL 
STAFF ON StTupy oF U.S. FOREIGN COMMERCE (EXCERPT FOLLOWS THESE 
COMMENTS) 


I. The staff report states: 

“The Bank’s statement regarding the enlargement of its facilities clearly re 
flected a change of mind on the part of officials who had consistently main- 
tained that the services already provided by the Bank were not only adequate 
to U.S. needs but the equivalent of similar services in competing countries.” 


Ezximbank comment 


The recent announcement of new facilities to be offered by Eximbank does 
not represent a reversal of policy on the part of its management. An out- 
standing feature of Eximbank’s operations over 26 years has been its effort 
to provide facilities as required to meet changing conditions. The announce- 
ment made by the Bank on March 17 was the third announcement within the 
past year regarding new or changed procedures intended to improve Eximbank’s 
facilities. 

In the field of medium-term credit, the Bank has in the past and continues 
to offer facilities to U.S. exporters which are at least equal to those offered 
to their competitors by other governments. Eximbank offers guarantees equiva- 
lent to any export credit insurance plan. In addition, it offers the actual financ- 
ing of individual transactions on a nonrecourse basis; this is a service not gen- 
erally available abroad. 

With respect to short-term transactions (up to 180 days), Eximbank offered 
facilities, including financing, until after World War II. During World War II 
the Bank also offered a specially designed guarantee to protect against all risks 
of doing business under wartime restrictions and licensing systems. After the 
war the demand for assistance on short-term transactions was so small that 
Eximbank withdrew from this field in order not to compete with private sources 
of capital. Under conditions existing 2 years ago, the Bank advised the Senate 
Banking and Currency Committee that it had the authority necessary to offer 
assistance in the short-term field when, as, and if such assistance were needed. 
Conditions of U.S. trade have changed in the past year, as indicated by our 
balance-of-payments position and as a result of the fact that currencies of major 
exporting countries have become convertible. The present proposal to offer 
political risk coverage is the result of a study undertaken in 1959 for the purpose 
of devising a system which would best serve the requirements of U.S. exporters 
and would encourage private capital to participate to the greatest possible extent. 

II. Further the staff report states: 

“In previous discussions of the question, considerable confusion appears to 
have arisen from the failure to distinguish clearly between export credit, or 
financing, and export credit guarantees, which are essentially a form of insur- 
ance. The distinction is graphically illustrated by the fact that the two functions 
are separately performed domestically by banking institutions on the one hand, 
and insurance institutions on the other. Traditionally, the commercial banking 
function is concerned with the extension of loans at prescribed interest rates to 
individual borrowers in specific cases; whereas the insurance function is to 
protect the insured against loss from any one of a variety of causes in return 
for a premium calculated on an actuarial basis to absorb the losses of a few out 
of fees paid in by many. This basic difference in purpose suggests an equally 
basic difference between banks and insurance companies both in psychology 
and in administration; and the difference should be taken into considering the 
establishment of improved export credit guarantee facilities.” 


Eavimbank comment 


The foregoing statement is not accurate and leads to the acceptance of a 
premise that is false, or at least implies that guarantees can be extended on a 
sound basis in instances in which loans cannot. Export credit insurance is 
not based on actuarial practice as that term is understood generally in the field 
of insurance. There is no basic difference between making a loan or extending 
a credit on the one hand and insuring or guaranteeing the payment of a credit 
on the other. All export credit insurance agencies maintain credit files on in- 
dividual foreign buyers, especially those to which medium-term transactions are 
eovered. Even with respect to short-term transactions, where the insurer re- 
quires all of the exporter’s business, strict credit limits on individual transactions 
are imposed based in part on the past record of the individual exporter. 





E: 
tend 
|} 
basi 
ular 
fron 


wor 
Sells 
the 
cred 
ther 
ered 

= 
in o 
insu 
Exp 
poli 
to i 

I] 

oe 
loar 
port 
Eri 

A iy 
and 
tern 
dur 
rep 
on t 
Exi 
of ¢ 
that 
plac 
ing 
60 s 
Ban 
ther 
wou 


anceasaeansanenstaanaiin a 


FOREIGN COMMERCE STUDY 275 


Eximbank, like export credit insurers, has always guaranteed credits or ex- 
tended credits on terms more liberal than those available from banks of deposit. 
If, however, export credit insurance were issued merely on a spread-of-risk 
basis, then it would be issued on the principle that the overselling of a partic- 
ular market or particular buyer is relatively unimportant provided premiums 
from sales to other buyers or markets are sufficient to cover the loss. In other 
words, such an approach would imply that it is immaterial if the United States 
Sells too much to Brazil provided premiums on Canadian business will make up 
the losses. Such a statement of principle would be rejected by every export 
credit insurer. Although the insurer is benefited by a spread of risk—since 
there will be losses in either banking or insurance—it is intended that every 
credit shall be guaranteed or extended on a sound basis. 

There is no true analogy between export credit insurance and insurance written 
in other fields. No hurricane or tornado was ever started by the provision of 
insurance against such a hazard—no matter how many policies were issued. 
Export credit insurance is one of the few types of insurance which—if enough 
policies are issued—can create the very hazard against which it is intended 
to insure. 

III. The staff report also states: 

“These figures clearly reflect Eximbank’s preoccupation with long-term export 
loans and its deemphasis of the guarantee function needed by exporters to sup- 
port short- and medium-term transactions.” 


Exrimbank comment 


The statement of the staff is based on figures taken completely out of context 
and does not truly reflect Eximbank’s assistance to exporters in the medium- 
term field of credit. The amount of financing by the Bank of new U.S. exports 
during 1959 was $556 million, and not $5.5 million as implied by the committee 
report. It is misleading to measure the medium-term assistance to exporters 
on the basis solely of the procedure involved in effecting the credit. For example, 
Eximbank, in July 1959, authorized a credit of $7.2 million to finance the sale 
of construction machinery for certain public works in Mexico. As a result of 
that single credit, 60 orders varying in amount from $144 to $405,783 have been 
placed with U.S. exporters. Clearly this arrangement was preferable to follow- 
ing a procedure that would have required the individual exporters to arrange 
60 separate medium-term transactions. If the management of the Export-Import 
Bank has been “preoccupied,” as the committee suggests, with any type of credit, 
then it has been preoccupied in extending credits of a type and in a manner that 
would be most effective and helpful to the U.S. exporter. 

One of the principal complaints of exporters in other countries is that they 
do not have the privilege of making sales in connection with loans provided 
by their governments for projects or development programs abroad. They 
complain because they are limited to medium-term guarantees on individual 
transactions without provision for financing on a nonrecourse basis. In the 
Journal of Commerce of April 26 there appeared an article from the news- 
paper’s London bureau describing the system of export guarantees in the United 
Kingdom. The article contains the following: 

“While generally agreeing that the E.C.G.D. provides a useful and valuable 
service, British industry is critical of what it considers to be several sizable gaps 
in the arrangements. 

“One of the most frequent complaints is that there is nothing comparable to 
the actual development loans provided to purchasers by the U.S. Export-Import 
Bank, whose facilities are widely held to outweigh any advantages British firms 
secure from the E.C.G.D.” 

The truth of the foregoing was recognized in a report issued last August in 
Great Britain by the “Committee on the Working of Monetary System,” gen- 
erally referred to as the Radcliffe committee after the name of its chairman, 
Lord Radcliffe. On page 310 of that report it is stated : 

“We were told that competitors overseas (particularly in countries where the 
credit insurer was not a member of the Berne Union) were able to offer longer 
credit, and that United Kingdom exporters had on oecasion lost business on 
this account ; we were told about the large sums and long periods of credit made 
available by the Export-Import Bank of the United States.” 

To like effect is a statement by Dr. G. D. Cohen Tervaert, Assistant Director 
of the Netherlands Credit Insurance Co., in an article which appeared in the 
Quarterly Review of the Amsterdamsche Bank in 1958. He said: 
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“In itself therefore the granting of development loans does not breach the 
agreements which exist within the Berne Union regarding the length of credit 
periods. The breach lies in the fact that the conditions for these development 
loans often contain a clause which obliges the borrowing country to spend the 
proceeds of the loan in the country that grants it. These are called “tied loans” ; 
and, even though the primary considerations in granting them may have been 
to support the borrowing country, they do put exporters in the lending country 
into a more favorable position than their foreign competitors. 

“As to this, one need think only of the activity of the Export-Import Bank in 
the field of development loans. That bank is an associate member of the Berne 
Union; and in general, so far as it grants exporters’ credits, it conforms to the 
agreements which have been made. But the development loans which it grants 
usually run for longer than 5 years. According to the statutes that govern it 
the Export-Import Bank is not required to make these loans conditional on the 
proceeds being spent in the United States. But in practice it does. The effect is 
that in many cases American exporters of capital goods are in a better position 
than their West European competitors.” 

* * * + * 4 + 


“* * * the pressure which is everywhere felt for an extension of export credit 
periods could be better met by adopting a suggestion that was put forward from 
a Belgian quarter in the course of international discussions among export credit 
insurers, namely by creating in Europe a counterpart to the U.S. Export-Import 
Bank. For this purpose there is no need to add yet another to the many inter- 
national financing institutions which already exist. The task of granting devel- 
opment loans to oversea buyers, who will be able to spend the proceeds in all the 
participating European countries, could very well be entrusted to an existing 
institution such as the European Investment Bank.” 

Whether the sale is financed through a “loan” from the Export-Import Bank, or 
through a “guarantee,” is of little significance so far as the exporter is con- 
cerned. Eximbank prefers the “guarantee method” because in such case it does 
not have to borrow from the Treasury and advance the funds. When money is 
tight in the market, as it has been in the past few years, commercial banks and 
exporters are generally not prepared to use their own funds under a guarantee. 
‘They seek additional loans. In fact, in recent days some banks have inquired 
whether Eximbank would provide, under the guarantee of the commercial bank, 
the funds required by such bank if it is to participate with Eximbank in financ- 
ing the export sales of its customers. 


THE FOLLOWING Excerpt FROM THE STAFF INTERIM REPORT OF APRIL 25, 1960, 
TO THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE IS REPRINTED IN 
Its ENTIRETY HERE TO PROVIDE REFERENCE FOR THE COMMENTS SUBMITTED BY 
THE Export-IMportT BANK ON THIS SECTION OF THE REPORT 


The available evidence indicates that U.S. firms consistently lose business in 
today’s highly competitive foreign markets because they cannot match credit 
terms offered by West European and Japanese concerns whose export trans- 
actions are insured by Government or government-backed institutions. Many 
American exporters, particularly in the medium and smaller size categories, 
report that this is now their No. 1 competitive disadvantage. 

Senators Engle, Scott, and Smathers, who conducted trade inquiries on behalf 
of the committee in the Far East, southeast Asia, Africa, and Latin America. 
have reported independently that the need for a more comprehensive and facile 
export credit system was reiterated by U.S. business representatives in virtually 
every city visited. Surveys conducted by private institutions and by the staff, 
as well as a considerable volume of correspondence directed to the committee, 
confirm their findings. 

Still further evidence of the demand for improved export credit facilities was 
the President’s announcement on March 17, 1960, in his message to Congress on 
export trade, that the Export-Import Bank would offer expanded facilities to 
U.S. exporters; and the announcement by the Bank that it would provide “a 
new system of export credit guarantees.” The Bank’s statement regarding the 
enlargement of its facilities clearly reflected a change of mind on the part of 
officials who had consistently maintained that the services already provided by 
the Bank were not only adequate to U.S. needs but the equivalent of similar 
services in competing countries. The issue as to whether or not better credit 
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guarantee facilities should be provided as an encouragement to U.S. exporters 
appeared to have been decided in the affirmative by the Bank’s announcement. 

In previous discussions of the question,’ considerable confusion appears to 
have arisen from the failure to distinguish clearly between export credit, or 
financing, and export credit guarantees, which are essentially a form of in- 
surance. The distinction is graphically illustrated by the fact that the two 
functions are separately performed domestically by banking institutions on the 
one hand, and insurance institutions on the other. Traditionally, the commer- 
cial banking function is concerned with the extension of loans at prescribed 
interest rates to individual borrowers in specific cases; whereas the insurance 
function is to protect the insured against loss from any one of a variety of 
causes in return for a premium calculated on an actuarial basis to absorb the 
losses of a few out of fees paid in by many, This basic difference in purpose sug- 
gests an equally basic difference between banks and insurance companies both 
in psychology and in administration; and the difference should be taken into 
account in considering the establishment of improved export credit guarantee 
facilities. 

Once the distinction has been clearly drawn, however, the dilemma of the 
American exporter is evident. Stated briefly, and at some risk of oversimplifica- 
tion, it is this: In order to compete with producers in Western Europe and Japan, 
the U.S. producer must offer his oversea customer payment terms as favorable 
as those offered by his competitors. In order to do so he must be able to finance 
his export transactions. But because of certain hazards peculiar to the export 
trade, primarily of a political nature, commercial banks are often disinclined 
to accommodate him. For the same reason, most domestic insurance companies 
will not assume the risk on such transactions. 

In general, the exporter’s risks fall into three categories. The first type, com- 
mercial risks, are much the same as those encountered in domestic trade, being 
primarily insolvency or protracted default on the part of the buyer. In the 
export trade, the rules for establishment of insolvency vary from country to 
country, but a rule of thumb for all is that bankruptcy or some sore of equivalent 
proceedings must have established that the buyer is unable to pay his debt either 
on the date due or in a reasonable period of time. Protracted default is ana- 
logous to the accounting procedure of classifying an account receivable as a 
“bad debt,” and the period for this in most foreign export credit guarantee 
contracts is 6 months. Other commercial risks are rejection of the goods in 
violation of the contract or attempts to obtain further concessions from the seller 
(usually monetary) before paying the debt. In the export insurance coverage of 
other countries these latter risks are not usually included unless legal proceed- 
ings have established that they are a cover for insolvency. 

The second major category, political risks, is peculiar to the export trade as 
opposed to domestic trade. Generally, the risk is the danger of an action by a 
government which prevents payment by the buyer according to the contract. 
Such risks obviously derive from actions usually beyond the control of the U.S. 
exporter or businessman abroad. They are primarily transfer delays occasioned 
by freezing the exporter’s receivables, refusal to allocate the needed foreign ex- 
change, or some similar action by the government of the purchasing country. 

Other political risks include war, revolution or civil disorder in the buyer's 
country ; expropriation; cancellation of a valid import license or imposition of 
import licensing restrictions; cancellation or nonrenewal of an export license ; 
added costs to the exporter incurred by the interruption or diversion of a voyage, 
resulting in higher freight, handling, or insurance charges that cannot be collected 
from the buyer. b 

In most cases involving political risks the debt is usually paid eventually, 
but in the interim the capital of the exporter or the bank financing him is tied 
up. Further, since such government actions would normally apply to all pend- 
ing transactions in the importing country the total of funds affected by the 
delay, no matter how temporary, would be so large as to discourage private 
insurance companies from covering such hazards. 

Risks in the third category are those usually described as “acts of God.” These 
include such catastrophes as crop failures, epidemics, plagues, earthquakes, 
floods. tidal waves which would affect the whole business community of the 
purchasing country. 





1 Hearings. S te Committee on Banking and Currency, on S. 3149 (85th Cong., 2d 
ima eek 1958, Hearings, Senate Committee on Banking and Currency, on 8, 3868, 
S. 8329, S. 2256 (84th Cong., 2d sess.), June 8, 1956. 
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In most countries of Western Europe and Japan these export risks are met 
through a relatively simple system of guarantees under which the exporter is, 
in effect, insured by a government or government-backed institution against 
loss on his export sales. Armed with this insurance, he can obtain financing 
in normal commercial channels with a minimum of delay. 

In the United States, the Export-Import Bank is the only institution corre- 
sponding to the government or quasi-government export guarantee institutions 
of other countries. The vast bulk of the Bank’s business, however, has con- 
sisted of long-term financing of exports under development or project loans. 
In this area—the making of loans for specific transactions with payment ex- 
tended over a period of years—the Bank has unquestionably provided impres- 
Sive assistance to the American exporter. 

In the area of medium-term credit, on the other hand, commitments under 
the Bank’s exporter credit program have totaled only $178 million since 1955, 
falling from a high of $66 million in 1957 to $28 million in 1958 and $5.5 million 
in 1959. Under its exporter credit line—a special facility created to expedite 
medium-term financing—the Bank has established lines of credit for 155 con- 
cerns involving a total of upward of $200 million. Of these, 34 have been allowed 
to lapse, and 55 companies have had no export transactions approved by the 
Bank. In some cases, this was due to the failure of the company to request 
financing under its exporter credit line; in others it was due apparently to the 
Bank’s unwillingness to approve transactions offered for financing. In any event, 
for medium-term export transactions under exporter credit lines the Bank has 
approved loans of only $42 million in 5 years. 

The Bank’s guarantee or insurance operations, meanwhile, have been negli- 
gible. In 1955, 25 comprehensive guarantees were issued covering a total of 
$8.8 million of export transactions. In 1956, only two were issued covering 
$259,000; and since then, none at all. Only one guarantee against political 
(transfer) risk has been issued by the Bank. This was in 1955, in the amount 
of $875,000 and was subsequently canceled. None has been issued since.* 

These figures clearly reflect the Eximbank’s preoccupation with long-term 
export loans and its deemphasis of the guarantee function needed by exporters 
to support short and medium-term transactions. 

Recognition of this need is implicit in the Bank’s announcement on March 
17 that it will henceforth provide “export guarantees covering political risks 
in short-term transactions where credits are not in excess of 180 days.” These 
are defined as “the risk of nontransferability or nonconvertibility of foreign 
currencies; losses directly resulting from war, civil commotion, and appropria- 
tion; and those resulting from the imposition of import restrictions or the can- 
cellation of import permits.” Under a short-term guarantee agreement with 
the Bank, the exporter would have to declare and pay fees on all his eligible 
export shipments as they are made. 

In the field of medium-term credit the Bank stated that it would inaugurate 
a “new plan for cooperation and participation with commercial banks.” With- 
out defining “medium term” the Bank stated: 

“Bximbank will participate in the financing of medium-term transactions in 
sole reliance upon the credit judgment of a U.S. commercial bank in the follow- 
ing circumstances : 

(1) Whenever a commercial bank is prepared to finance, for its own 
account and without recourse on the exporter, the first three or four semi- 
annual installments of a 3- to 5-year credit, Eximbank will finance the re- 
maining installments. 

““(2) If the exporter and a commercial bank will participate in each of 
the installments, the exporter to the extent of 15 percent of the invoice value 
and the commercial bank to the extent of 10 percent of the invoice value 
for its own account and without recourse on the exporter, Eximbank will 
finance 55 percent of the invoice value of the export. 

“In each of the foregoing situations the foreign buyer must have paid at least 
20 percent of the invoice value by the time of delivery. If the buyer’s payment 
is increased, proportionate reductions will be made in the amounts carried by 
the participant. 





2From 1955 through 1959, $401.7 million of cotton and other agricultural products were 
financed on a medium-term basis. In addition, $15.3 million were financed under com- 
prehensive guarantees from 1955 to 1957. ‘There were no further guarantees issued in 
1958 and 1959. 
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“Transactions should be in markets mutually acceptable to the commercial 
bank and Eximbank and should meet the usual requirements of Eximbank with 
respect to terms. This proposal is in accordance with Eximbank’s desire to ac- 
celerate the processing of credits and to increase the participation by private 
banks in financing foreign trade. 

“Eximbank also has under study procedures to accelerate the processing of 
applications for assistance of the types presently available on medium-term 
transactions, “hese four types extended by Eximbank to U.S. exporters were 
described by Mr. Waugh as follows: 

“1. Exporter credit—Where direct financing by Eximbank is required, Exim- 
bank participates with the exporter on a case-by-case basis by purchasing from 
him for cash, and without recourse on the exporter, obligations of the buyer 
representing up to 85 percent of the financed portion of the transaction. In each 
such case it is necessary that at least 20 percent of the invoice shall have been 
paid by the buyer by the time of delivery of the goods. 

“2. Comprehensive guarantee—In cases in which the exporter or his com- 
mercial bank is prepared to provide the financing, Eximbank issues a guarantee 
covering both credit and political risks of the exporter or his bank to the extent 
of 85 percent of the financed portion of the transaction. 

“3. Political risk guarantee.—In cases in which the exporter or a commercial 
bank is prepared to provide the financing and assume the commercial credit 
risks, Eximbank guarantees the political risks involved to the extent of 90 
percent of the financed portion of the transaction. 

“4. Repetitive sales —Once an exporter has established the credit standing of a 
foreign dealer or other customer to whom a number of sales are anticipated, 
Eximbank agrees upon a credit ceiling against which the exporter may carry 
out a series of transactions without reference to Eximbank in each instance.” 

Whether the Bank’s new export credit guarantee program will in practice 
match the facilities of competing countries remains to be seen. There is the 
basic question as to whether or not an agency devoted primarily to banking 
functions can simultaneously and successfully administer a credit guarantee 
program which is essentially in the nature of an insurance operation. 

This in turn leads to the further question as to whether a separate export 
insurance mechanism would function most effectively as a Government agency, 
a private agency, or a joint undertaking in which private resources would be 
backed by the Government against political risk. 

In any event, it is clear that a more workable export credit guarantee system 
is needed and that any adequate system must offer the U.S. exporter the fol- 
lowing : 

1. Insurance covering short-term and medium-term transactions. 

2. Coverage of all types of risk—commercial, political, and catastrophic. 

3. Action on applications with a minimum of redtape and delay. In many 
instances the time factor in coming to an agreement on terms of payment is as 
important as the terms themselves. 

4. Flexibility, where needed, in the required conditions for the downpayment 
in order to meet terms offered by our competitors in regard to both amount 
required and national currencies used. 

5. Flexibility, where needed, in rates of interest and terms of repayment for 
different areas and countries both to meet comparable terms offered by our com- 
petitors and to provide terms commensurate with the different risks involved. 

6. Equal accessibility to small as well as large exporters. 

In addition, the following requirements must be met: 

7. If a Government agency is to cover short-term political risks only, private 
insurance companies and banks must be willing to respond to the need for par- 
allel commercial risk coverage commensurate with the need. 

8. Finally, executives administering the program must keep in mind that while 
its aim is to assist our exporters, administering it too loosely could result in 
an “international credit war” to the detriment both of ourselves and our com- 
petitors. To prevent this these officials must cooperate as fully as possible 
through such instrumentalities as the Berne Union with officials of other nations 
administering comparable schemes. 


Senator YarsoroucH. The committee will recess until 10 o’clock 
next Monday. 


(Whereupon at 4:45 p.m., the committee adjourned to reconvene at 
10 a.m., Monday, May 2, 1960.) 
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